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AUSTRALIAN CONGRESS ON ACCOUNTING 
Sydney, 21st to 25th November 


As all members have already been ad- Mr. Rowland Dunkerley, J.P., F.C.W.A., 
vised, for the second time in the history of a past president of the Institute of Cost 
the profession in Australia the various and Works Accountants; Mr. P. F. Brun- 
Institutes of Accountants are combining dage, President of the American Institute 
their resources in the organization of an of Accountants; and Mr. R. D. Brown, 
Australian Congress on Accounting. President of the New Zealand Society of 
Representatives from Abroad Accountants, and other New Zealand 

= : , representatives. 

We are now able to advise that the fol- 
lowing are some of the representatives of Speakers from Abroad 
overseas bodies who are coming from The public address entitled “The 
abroad to attend the Congress. Mr. Gil- Future Role of the Accountant,” is to be 
bert D. Shepherd, M.B.E., F.C.A., a past made by Mr. Gilbert D. Shepherd, M.B.E., 
president of the Institute of Chartered F.C.A., at which the discussion will be 
Accountants in England and Wales; Mr. limited to other speakers from overseas, 
R. W. Bankes, C.B.E., B.A., Secretary of and a paper entitled “Influence of Eco- 
the Institute of Chartered Accountants nomics on Accounting” is to be read by 
in England and Wales; Mr. A. A. Garrett, Mr. F. Sewell Bray, F.C.A., F.S.A.A., with 
M.B.E., M.A., Secretary of the Society of commentators from Melbourne, Sydney 
Incorporated Accountants and Auditors; and Canberra. 


PROGRAMME 
The programme of the congress will be 2.30 p.m.: Cruise of Sydney Harbour 
as follows: on Showboat. 
Monday, 21st November— 8 p.m.: Third technical session—pub- 
10.30 a.m.: Opening of exhibition of lic address. 
accounting machines and office 
‘ Ta > av 92», y ‘a _—— 
equipment. Wednesday, 23rd November 
11.30 a.m.: Reception by the Lord 10 a.m.: Fourth technical session. 
Mayor of Sydney to official rep- 2.30 p.m.: Fifth technical session. 


resentatives of Overseas  Insti- 


; : we 7 p.m.: Banquet. 
tutes and Sponsoring Bodies. 


12.45 p.m.: Members’ luncheon and Thursday, 24th November— 

welcome to overseas and inter- 10 a.m.: Sixth technical session. 
oon Sate Visitors. . ; 2.30 p.m.: Seventh fechnical session, 
2.30 p.m.: First technical session. 


9 p.m.: Ball. 






5 p.m.: President’s reception and 
cocktail party. Friday, 25th November— 
Tuesday, 22nd November— All Day: Golf, bowls and tennis 





10 a.m.: Second technical session. tournaments. 
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PAPERS AND COMMENTATORS 


Accounting Standards. 
Paper by Mr. A. A. 
B.Com. (Melbourne). 
Commentators: Messrs. H. W. 
cellor (Sydney), C. W. M. 
(Perth), J. P. Hannan, 
(Sydney). 


Fitzgerald, 


Chan- 
Court 
LL.D. 


Contemporary Auditing Practice. 
Paper by Mr. F. E. Trigg, A.U.A. 
(Com.) (Sydney). 
Commentators: Messrs. K. N. Stonier 
(Melbourne), A. H. Barraclough 
(Melbourne), R. A. Irish (Sydney). 


Public Address: The Future Role of the 
Accountant. 

Address by Mr. Gilbert D. Shepherd, 
M.B.E., F.C.A. (London). The dis- 
cussion will be limited to other 
speakers from overseas. 


Influence of Economics on Accounting. 

Paper by Mr. F. Sewell Bray, F.C.A., 
K.S.A.A. (London). 

Commentators: Messrs. D. H. Merry, 
B.Com. (Melbourne), J. H. Tod- 
hunter, B.Ee. (Sydney), H. P. 
Brown, B.A. (Canberra). 

New Perspectives in Cost Accounting for 
Management. 
Paper by Mr. Walter Scott (Sydney). 


Commentators: Messrs. W. Queale, 
M.A.I.M.M. (Adelaide), E. R. Red- 
del (Sydney), L. A. Schumer (Mel- 
bourne). 

Widening Responsibilities of Account- 
ants. 

Paper by Mr. T. A. Hiley (Brisbane). 

Commentators: Messrs. R. J. Cham- 
bers, B.Ee. (Sydney), A. L. Slade 
(Adelaide), T. R. Groom, B.A, 
B.Com. (Brisbane). 


The Status of the Accountant in Aus- 
tralia. 

Paper by Mr. N. S. Young, A.U.A. 
(Com.) (Adelaide). 

Commentators: Messrs. H. G. Magaard 
(Sydney), R. Keith Yorston, 
B.Com. (Sydney), G. E. Fitzgeraid, 
B.A., B.Com. (Melbourne). 


A programme of social functions and 
sporting recreation has been planned to 
meet all tastes and to provide the best 
possible facilities for informal meetings. 
Separate entertainments will be provided 
for the wives of visiting members. 

An exhibition of accounting machines 
and modern office equipment will be held 
concurrently with the congress. 





CONCEALMENT OF KITING THROUGH 


TWO SETS OF 


Some 20 yéars or more ago we checked 
the operations of an embezzler which in- 
cluded, among other things, the conceal- 
ment of a part of a shortage by the 
familiar ‘‘kiting’’ of receipts, and by a 
less familiar practice of making up two 
sets of deposit slips for each deposit. One 
of these sets listed amounts identical with 
those entered inthe eash book, which had 
in fact been received a week or two 
earlier; the other listed amounts actually 
received currently but omitted from the 
record in the eash receipts book. The 
total on each was identical with that on 


DEPOSIT SLIPS 


the other. A carbon copy of the first set 
was retained in the office as representing 
a carbon copy of what was sent to the 
bank with the deposit; what was actually 
sent to the bank, however, and found by 
us in the bank’s files, was the original 
of the second set. The original of the 
first set and the carbon copy (if there 
was one) of the second set were ap- 
parently destroyed. 

(From the Journal of Accountancy, 
February, 1949, Auditing Practice Forum, 
edited by Victor Z. Brink.) 
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BREAK-EVEN ANALYSIS; BREAK-EVEN 
CHARTS AND PROFITGRAPHS 


A. FORSTER, A.1.C.A. 


Recent discussions in this Journal have 
demonstrated that on this side of the 
world the emphasis has been on profit 
prediction for varying levels of output 
rather than upon the prediction of the 
point where the enterprise “breaks-even” 
with its revenue just matching costs. 
This may have been due, at Teast in part, 
to a less complete appreciation of the 
limitations of this type of analysis. For 
this reason alone the paper by Professor 
Joel Dean referred to in these notes will 
be of particular interest. 

Professor Joel Dean, Professor of Busi- 
ness Economies at Columbia University 
in the City of New York, has devoted 
considerable time and effort to the pro- 
blem of overeoming the deficiencies of 
static break-even analysis in order to 
make it a useful forecasting and manage- 
ment tool. “There are,” he says, “many 
things that ean be done; perhaps the most 
important is to set up the empirical cost 
analysis so that it is susceptible to pro- 
jection in a dynamic way.” He goes on 
to say that “in many firms the product 
mix also needs to be forecast since it has 
a profound effect upon the break-even 
point. Estimates of the way in which the 
firm’s selling prices will change with busi- 
ness activity and also the way the firm’s 
cost prices will change then should be 
developed.” 

Elsewhere in this issue a paper pre- 
pared by Professor Joel Dean is repub- 
lished with his consent, given in his 
characteristically generous fashion, and 
with the kind permission of the American 
Review Association, who hold the copy- 
right. A detailed study of the technique 
of break-even analysis has also been pre- 
pared,. but as it has not yet been pub- 
lished in the United States by the Ac- 
counting Journals to which it was first 
promised it cannot be released at this 
Stage. 

The tendency to gloss over the limita- 
tions of this “alarmingly popular gadget” 
was spotlighted by one writer who took 


the matter to its illogical extreme, not 
Without some purpose, in the following 
way: 

‘*The problem can be posed thus— 
if the profitgraph is correct, and 
there are ten manufacturers in the 
same city selling plum jam in 2-lb. 
tins (with different maker labels) 
and all are working at the normal 
output, what is to stop one manufac- 
turer expanding output, increasing 
profits, and capturing the entire mar- 
ket from his nine competitors?” 

In the next paragraph the same writer 
answers the question as follows: 

“The answer, of course, is that the 
revenue line and the cost line are not 
straight lines as shown on the profit- 
graph, but curves; and the U-shaped 

curve showing declining unit 
costs at first, must rise after a certain 
level of output has been reached. In 
other words, to obtain output be- 
yond normal, either selling prices 
must be reduced or costs (selling if 
advertising is expanded, manufactur- 
ing if the product is improved) must 
be increased more than in _ propor- 
tion to the increase in revenue.” 
That criticism, and the notes on it 
which were published in the June issue 
of the Journal have been commented 
upon in a memorandum sent to me 
through Mr. George O. May, who for a 
long period of years was a senior partner 
in Price, Waterhouse & Co. Mr. G. O. 
May secured the comment of (as he puts 
it) “. .. one of our people who has been 
touch with the break-even pro- 
this is what he says: 
Both are probably right in their 
criticism of any profitgraph which 
attempts to forecast profits on vol- 
umes or rates of activity which are 
out of line with reasonable business 
expectations and which disregard the 
effects of competition. However, I do 
not believe that American business- 
men or accountants in their use of 


cost 


in close 
blem 
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Break-Even Analysis—continued 


these graphs carry their application 
to the extreme. The Committee on 
Research of the National Association 
of Cost Accountants is now prepar- 
ing a series of bulletins on ‘The 
Variations of Cost with Volume’ 
which will cover the behaviour of the 
elements of costs at different levels 
of operations. This study is based 
upon a review of existing literature 
on the subject supplemented by a 
limited field study. This report re- 
cognizes the limitations, as well as 
the advantages, of this form of 
analysis and presentation as a profit- 
graph or break-even chart. It par- 
ticularly stresses the validity of the 
data for a limited period of time 
(usually not more than a year) and 
for a limited range of volume and 
the necessity of revision when un- 
derlying conditions change. The re- 
port also recognizes the economies of 
cost by giving consideration to in- 
creased unit costs which are caused 
by unusual volume, such as lower em- 
ployee efficiency, two shift opera- 
tions, higher overhead, and marginal 
value of the advertising dollar. This 
thought is expressed in the state- 
ment: 


“ce 


for the future, 
management is concerned pri- 
marily with finding that combina- 
tion of revenue, costs and volume 
which will be most advantageous 
to the company.’ ” 


In planning 


This same _ interpretation the 
N.A.C.A) of the use of profitgraphs is ex- 
pressed in the Fortune Magazine for Feb- 
ruary, 1949, as follows: 


{as 


“The break-even chart, or profit- 
graph is like a household tape mea- 
sure. It has many practical uses and 
yet does not pretend to be micro- 
scopically accurate. No attempt is 
made at curvilinear refinements be- 
cause cost figures are themselves 
mere approximations. Nor can valid 
deductions be drawn from a break- 
ever’ chart at volumes widely differ- 
ent from that on which the chart is 
based. It is important to remember 
that the chart represents expense at 
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a given moment and under given con- 
ditions and that any change in price, 
wages, et al., will alter the sales- 
expense relationship. If these limita- 
tions are borne in mind, however, the 
break-even chart can be used to 
analyse and control costs and to.esti- 
mate profits under a_ variety of 
assumptions. ”’ 

‘*Last April we had an opportunity 
to see the actual application of the 
profitgraph principle by the —~- 
Steel Corporation. The primary pur- 
pose of the application was to deter- 
mine the corporation’s break-even 
point. This chart showed that, under 
the assumptions made at the time of 
its preparation, the break-even point 
was about 65 per cent. of capacity. 
Prior to the war the break-even point 
was about 45 per cent. Although in 
subsequent discussions certain criti- 
cisms were levelled at the assumptions 
made, the break-even chart had served 
its purpose in indicating to manage- 
ment that the current’ break-even 
point was considerably higher than in 
pre-war years and that whether this 
point was 62 per cent. 65 per cent. or 
68 per cent. was immaterial. 

‘*In general, I think it can be said 
that for the purposes for which it is 
primarily intended, that is indicating 
a cost-volume-profit relationship within 
limited periods of time and limited 
ranges of reasonably expected volume, 
the profitgraph is an accepted tool of 
management.’’ 


It is significant that although reference 
is made to the ‘‘application of the profit- 
graph principle’’ the emphasis, in the 
practical example quoted, shifted to the 
break-even point and its exponent was con- 
tent to rely upon it only to the extent of 
giving to top management a rough indi- 
cation of the shift in the firm’s break-even 
point by comparison with the recent pre- 
war years. The earlier quotations from 
Fortune, February 1949 issue, appear in 
that Journal under the sub-head ‘‘ Handle 
with care’’; with that thought in mind it 
is worthwhile to give serious and thought- 
ful consideration to the viewpoint ex- 
pressed by Professor Joel Dean in the 
paper prepared by him and reprinted in 
this issue. 
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COST STRUCTURES OF ENTERPRISES AND 
. BREAK-EVEN CHARTS 


(Being a paper prepared by Proressor JOEL DEAN, of Columbia 

University, published in the American Economic Review, and reprinted 

with the kind permission of the author and the American Economic 
Association. ) 


1. INTRODUCTION 


One of the important practical uses 
of empirically determined cost fune- 
tions is to project the impact of output 
rate upon profits by means of a break- 
even chart. In recent years break-even 
charts have come into wide use by com- 
pany executives, investment analysts, 
labour unions, and government agencies. 
The purpose of this paper is to appraise 
the reliability and usefulness of this 


alarmingly popular gadget. Primary at- 
tention is given to the validity of its 
profit projections, but its usefulness for 
price determination and expense control 
is examined briefly as well. 

We shall consider, first, the nature of 
break-even analysis; second, its limita- 
tions; third, its principal contributions ; 
and, fourth, ways to make this kind of 
analysis more useful. 


II. NATURE OF BREAK-EVEN ANALYSIS 


A break-even chart is a diagram of the 
short-run relationship of total cost and 
of total revenue to rate of output. These 
relationships should be conceived of as 


static. The total cost function, like its 


parallel in theory, is drawn on the as- 
sumption of constant factor prices, plant 
scale and depth, technology and effici- 


ency. The total revenue function assumes 
selling prices and product-mix unchanged. 

The spread between these two lines de- 
tines the profit function, which is the em- 
pirical counterpart of the short-run rela- 
tionship between profits and output rate, 
with traditional constancies. This family 
of conjectural income statements is more 
important than is indicated by the name 
“break-even chart”, which places unfor- 
tunate emphasis on the zero-profit mem- 
ber of the family. 

Break-even analysis (which will refer 
not only to the presentation device, but 
also to the basic relationships themselves 
and the methods generally used to deter- 
mine them) produces flexible projections 
of the impact of output rate upon ex- 
penses, receipts, and profits, assuming 
other things equal. It thus provides an 
important bridge between business be- 
haviour and the theory of the firm. If 
determination of this profit-output rela- 
tionship will produce reasonably accurate 
predictions, then break-even analysis has 
considerable significanee for economic 


research and public policy, as well as for 
investment analysis and company man- 
agement. 

Most break-even analyses are based on 
the concept of static cost and revenue 
functions, but they differ in attainment of 
this ideal. At extreme are charts 
which involve an all-out attempt to re- 
move dynamic influences. In statistical 
studies this is done by rigorous sampling, 
deflation, lag corrections, multiple corre- 
lation, and other statistical refinements. 

At the other extreme stands the 
“migration-path” break-even chart which 
is developed from annual data that cover 
a long period of years, with no correction 
for the substantial changes that have oe- 
curred in dynamic factors such as prices, 
efficiency, technology, and plant. Output 
is measured by sales volume in current 
dollars rather than by an index of physi- 
cal production. A sort of dynamic total 
cost function which appears to be linear 
and which often shows only moderate 
scatter, has been obtained for many en- 
terprises. Sometimes subgroups of con- 
secutive years show different lines of fit. 
The result is not a static total cost fune- 
tion but a movement-path on a series of 
shifted static functions.’ A possible ex- 


one 





1 The pioneering work of Walter Rautenstrauch 
is an example of this sort of analysis. See his 
Economics of Enterprise (John Wiley & Sons, 
Ine., 1939), Chs. VI and VIT. 
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Nature of Break-Even Analysis—continued 


planation for the linearity of this path is 
eost-plus formula pricing by the enter- 
prises studied. A sort of dynamic profit 
function cgn also be determined directly 
by correlation of historical profits and 
output, with constancies abandoned. 
Seatter diagrams of this sort are used in 
investment analysis. 

Break-even analysis should be distin- 
guished from two other managerial tools: 
flexible budgets and standard costs. The 
variable expense budget is built on the 
same basic cost-output relationships, but 
it is confined to and is primarily 
concerned with the components of com- 
bined cost, since the purpose is to control 
developing expense standards 


costs 


cost by 


III. LIMITATIONS ON 


For profit forecasting the static break- 
has serious limitations which 
These 


even chart 
its users have frequently ignored. 
limitations arise from four’ general 
sources: errors of estimating the true 
static cost function, over-simplification of 
the static revenue function, dynamic 


A. DETERMINATION 


The principal problem area of break- 
even analysis is empirical determination of 
the enterprise’s cost curve. Typically the 


static cost function has not been estab- 
lished with much sophistication or pre- 
cision. Since profits are residuals, the pro- 
fit function gets the full impact of these 
inaccuracies. To understand the nature 
and importance of this source of forecast- 
ing error let us-see how successfully break- 
even analysis has solved the chief problems 
of empirical cost determination; namely, 
measuring cost, measuring output, match- 
ing cost with output, holding other things 
constant, and finding functional relation- 
ships. 

Measuring Cost. Enterprise cost data 
are largely the by-product of the require- 
ments of financial accounting. They are 
therefore collected, classified, and appor- 
tioned under fairly rigid conventions 
which impose serious qualifications on the 
meaning of the resulting cost and profit 
functions. Errors from this source are of 
three types: exclusion of imputed cost, 
wide diseretion in the timing of semi- 
investment expenditures,and valuations and 
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that are flexibly adjusted to activity rate. 
This purpose often leads to measures of 
activity that differ among costs and 
operations, so that they cannot be readily 
added or translated into an ind@x of out- 
put for the enterprise as a whole. Stand- 
ard costs, on the other hand, are quite 
foreign to break-even analysis. Typically, 
they are unchanging unit costs, which are 
used as expense goals or a substitute for 
current unit costs. The analysis of de- 
partures of current from standard 
cost usually attempts to segregate the 
variance attributed to rate of activity (as 
well as that due to other causes). This 
analysis of variances involves some know- 
ledge of assumptions concerning the 
basic relationship of expenses to rate of 
utilization. 


PROFIT PROJECTIONS 


forces that shift and modify these static 


cost 


functions, and managerial adaptations to 
the altered Awareness of 
these sources of error can improve the 


environment, 


analysis and sharpen interpretation and 
application of the resulting projections. 


9 Cost FuNCTIONS. 


allocations that are necessarily arbitrary." 
Thus, the profit function is a mixture of 
interest, rent, and economic profits ; it usu- 
ally includes inventory value gains, which 
are non-recurrent; and i is probably to- 
day inflated by a serious understatement 
of capital wastage arising from prospective 
replacement values that are now far above 
original cost. 


* Valuation errors can be serious in a period of 
rapid rise in the price level. Valuations based on 
cost depart seriously from replacement value. This 
gives rise to inventory gains which, unless re- 
moved, magnify and distort the cost and _ profit 
functions. Rising prices also understate- 
ment of depreciation, assuming that prices will be 
higher than the purchase level at the end of 
economic life of the equipment. 

Allocation errors arise from the 
arbitrary proration of common among 
operating units, and the allocation of capital 
wastage over time periods. Depreciation is a good 
example of the problems of time-allocation. When, 
as is common, depreciation is recorded as a 
straight-line function of time, it is treated as a 
constant cost and is thereby excluded from the 
estimate of marginal cost. The amount of error 
from this omission depends on the e tent to which 
obsolescence exceeded the loss of value due to use 
deterioration, that was not made up by properly 
recorded maintenance, 


cause 


necessarily 


costs 
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Limitations on Profit Projections—continued 

The inclusion of selling costs also im- 
pairs the accuracy of the estimate of total 
cost, and this makes profit prediction mote 
unreliable. There is no necessary fune- 
tional relation between output and costs 
incurred to modify the firm’s demand 
curve. Selling activity may remain sub- 
stantially constant yet the demand curve 
may shift with fluctuations in national 
income and tastes. Moreover, there is much 
latitude for manipulating the amount and 
timing of many kinds of selling expen- 
ditures. 

A high correlation between output and 
selling outlays does not necessarily mean 
a stable or meaningful relationship. To 
be sure, some selling costs, such as sales- 
men’s commissions, may be a function of 
sales. But sales may depart from current 
production for short periods, so that even 
these expenses may not be related to out- 
put. When the advertising appropriation 
is determined by mechanistic standards 
(e.g., X per cent. of expected or past sales) 
this expense is often projected as propor- 
tionate to output. This is not, however, 
evidence of a true functional relationship. 


Output may depart from history and from 
forecasts without causing changes in the 


advertising plan or commitments. More- 
over, the effect of advertising will be 
spread indeterminately over future output 
as well as present.* 

Even the empirical production 
function is likely to be somewhat nebulous 
in a large enterprise because of disparity 
among constituent plants. Typically, 
plants differ considerably in size, tech- 
nology, factor prices (due to geographical 
variation), and other locational advan- 
tages. For example, a large gypsum com- 
pany has geographically scattered board 
mills which embody the history of various 
stages of technical advances and which 
also differ in seale, in depth, and in wage 
rates and material prices. “hese plants 
form an hierarchy in respect to marginal 
cost and average unit cost. The costs asso- 
ciated with a specified company-wide out- 


cost 





* Even when budgeted as a fixed percentage of 
expected sales, much advertising should be treated 
as a fixed cost, since once the advertising plan is 
established its total is unaffected by the actual 
output rate of the period. Better still might be 
to view some advertising as a capital investment, 
since benefits stretch into the future, and there is 
wide discretionary latitude in its timing. 
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put rate are thus a composite of the costs 
of those mills which are operated at that 
time. Since it is not possible to move up 
the cost hierarchy as output rate expands, 
because of the uncontrollable geographical 
distribution of deinand, cost will not be the 
same for any given composite output rate. 

Measuring Output. Perhaps the most 
difficult problem of empirical cost research 
is to get a good index of output for a mul- 
tiple-product plant with variable product 
mix. <A specially constructed index of 
physical output with weights based on in- 
puts at constant prices is usually the best 
solution. 

Output indexes used in most break-even 
analyses are not very satisfactory. Sales 
volume in current dollars is generally used. 
This kind of index, which weights diverse 
products in ratio to selling price rather 
than to inputs, is unreliable if articles 
differ in contribution-margin* and if the 
product-mix varies. It is also erroneous 
if selling prices change during the analysis 
period. 

The use of sale 
physical units 


mea nn 


(in properly weighted 
uther than production to 
satisfactory only if sell- 
ing activity of the firm, or 
if the sales rate are closely 
synechrou se serious error is 
introduced, j ly if the analysis 
period is short. ..o.:mally it is better to 
measure activity vy production, and to re- 
construct any expenses that are a fune- 
tion of sales or orders, on the assumption 
the output is sold in the period produced. 
Activity is sometimes measured by in- 
put, such as direct labour hours. Through- 
put of crude oil.in a refinery is another 
example. This is a good solution when, as 
in a refinery, the output is diffused over a 
host of products whose proportions can be 
varied over broad ranges. Direct labour 
is the most common input index. If de- 
flated or measured in hours, this index is 
satisfactory when the input of other fae- 
tors, notably material and equalized equip- 
ment hours, has about the same ratio to 
labour hours for various products. Under 
these circumstances, it amounts to an out- 
put index with constant input weights. 
Expressing the activity index in terms 
of a percentage of capacity is common 





‘Contribution margin is the difference between 
price and marginal cost. It can be approximated 
often by price minus traceable (direct) cost. 
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Limitations on Profit Projections—continued 


practice. This conversion camouflages but 
does not solve the problems we have just 
discussed. Capacity is generally conceived 
in physical rather than in economic terms. 
And physical capacity cannot normally be 
determined accurately.° 

Theory has viewed economic capacity 
(defined as the low point of the unit com- 
bined cost curve) as considerably less than 
physical capacity. 1 doubt that the dis- 
parity is great for production costs under 
modern technology. If total production 
cost remains linear up to the point of ex- 
treme crowding of plant, the two kinds of 
capacity are not far apart, and probably 
well within the error range of estimating 
either.® 

What benefits come from expressing out- 
put as a percentage of ‘‘capacity’’? This 
ratio is an easily understood, common de- 
nominator for a variegated output; it 
shows an upper limit and it may be com- 
pared over periods when plant size has 
changed. But these benefits can be ob- 
tained by other means. Capacity percent- 
ages imply a more rigid and determinable 
upper limit of output than usually exists. 
The notion that there is some standard 
of a safe break-even percentage makes 
little sense. The peril of a _ particular 
break-even point is a function of the prob- 
ability that output rates will go below it 
and the probability function for shifts in 
the firm’s demand curve have no logical 
relationship to its capacity. Thus, little is 


*Presumably it is based on three-shift opera 
tion, even though labour or material shortages 
limit potential output more narrowly. Moreover 
the time distribution of demand frequently keeps 
output tar below equipment capacity at stable 
rates (e.g., clectrie power). Physical capacity is 
also affected by operating conditions, such as 
product-mix and how long one is able and willing 
to defer maintenance. Relatively minor capital 
outlays on bottleneck operations can, furthermore, 
expand capacity considerably, so that it may 
change Treque ntly. 

*“A more meaningful economic concept of 
capacity in imperfect markets might be the busi 
nessman’s notion of ‘‘all I ean sell.’’ This would 
be the point set by rising marginal selling cost or 
the limit of the firm’s resources for market ag 
grandizement. This concept has the limitation of 
being unstable, sinee it shifts with income and 
taste and market imperfections, But the orthodox 
concept of economic capacity is also somewhat 
variable, with changes in relative prices. 
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added and much may be lost by express- 
ing the output index as a percentage of 
physical capacity. 

Matching Costs with Output. To find 
the relation between cost and output the 
costs must be synchronized with the output 
to which they contributed. This problem 
has not been recognized or solved in most 
break-even analyses. The importance of 
the resulting error differs among establish- 
ments and depends on the length of the 
record period in relation to the production 
cycle. A production gestation period of 
any length results in a recording of costs 
to some degree in a period earlier than the 
recording of the output for which they 
were incurred. Removal of this error is 
tedious and never entirely satisfactory for 
short analysis periods. The use of annual 


‘data largely obviates the problem but hides 


important variations of cost and output 
within the year. 

The wide latitude in timing many ex- 
penditures also causes errors of matching. 
Outlays for maintenance and for many 
administrative and selling activities are 
properly attributable to past and future 
outputs as well as that of the current 
period. Hence true costs associated wit] 
any output have a penumbra of indeter- 
minancy. Outlays, however, may be made 
to have a fairly definite relationship to 
output by company policy that controls 
the timing of expenditure. Thus railroad 
management has often ‘‘controlled’’ main- 
tenance outlays to conform much more 
closely to fluctuations in traffic than the 
timing of their true ineurrence would 
justify.’ 

Holding Other Things Constant. The 
problem of actually obtaining the assumed 
constancy of plant, technology, methods, 
product, and prices cannot be satisfactorily 
solved in workaday break-even chart 
analysis. Analysis of past cost behaviour 





*The cost function derived from such expen 
ditures may do a good job of forecasting future 
expenditures and short-term recorded profits. But 
even so, profits will differ materially from a con 
cept of ‘‘real’’ profits over the long term. Hence 
it may be argued that the source of distortion 
should not be removed, since it is the timing of 
expenditures, not of cost incurrence, that is rel 
vant for expense control and possibly for profit 
forecasting. But this assumed that the change in 
output (and other sources of distortion) will 
always follow the same pattern in arriving at a 
specified output rate. 
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Limitations on Profit Projections—continued 


underlies, in some degree, all empirical cost 
functions (unless the whole projection is 
based on engineering conjecture). Yet no 
past period can be found with the assumed 
constancy of dynamic factors. 

In the empirical work of the economists, 
chief reliance has been placed on careful 
selection of the enterprise and the sample 
period. In normal break-even chart analy- 
sis, this kind of sample selection is out of 
the question. Much use must be made of 
‘conjectures that imagine away these diffi- 
Multiple correlation analysis has 
been used with some success in removing 
the influence of ‘‘other factors’’. But its 
widespread use in break-even analysis is 
limited by its expense and unfamiliarity. 


culties. 


[In most break-even analyses adjustments 
for changes in factor prices have not been 
made carefully or at all. The use of cur- 
rent dollar sales as an output index does 
not solve the problem. The direct impact 
of changes in factor prices can be easily 
removed by tailored index numbers; but 
indirect influences through substitution 

ong input factors cannot. Rigid limits 
upon such price-motivated substitutions 
are, however, imposed by modern tech- 
nology. 

Det rmining Relation of Cost to Output. 
Three general types of methods have been 
used to get the relation of cost to output: 
classification of accounts; engineering pro- 
jections; statistical analysis of past 


behaviour. 

Classification according to volume vari- 
ability is the most common method. Ex- 
penses are classed as constant, proportion- 
ately variable, or semi-variable. Semi- 
variable expenses are then broken into a 
constant component and a variable com- 
ponent. Variability is determined largely 
by inspection and experience. 
the only 

without 


records. 


Engineering projections are 
feasible method for enterprises 
usable operating experience or 
Such estimates are usually based on rated 
characteristics of equipment and on paral- 
lelism with other operations. 

Statistical analyses cover a wide range 
of refinement. Rough scatter diagrams of 
a few uncorrected observations at the ex- 
tremes of .the output ranges are used by 
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some practitioners. Simple correlation 
analysis of annual cost data, uncorrected 
for dynamic changes, and of output mea- 
sured in current dollar sales has also been 
widely employed. Farther up the ladder 
of refinement are academic studies which 
employ all the available techniques of 
data-adjustment and multiple correlation 
analysis. Although refined methods of this 
type cannot be widely used in break-even 
analysis, visually fitted lines to carefully 
selected samples of roughly adjusted cost 
more widely used 


relationships of cost 


observations should be 
to get and. to verify 
components to output. 
Linearity of Total Cost. The linearity 
of the total function in break-even 
charts disturbs many economists because it 
conflicts with the generalized curves of 
theory. But rising marginal production 
cost is not needed to determine the output 
which would theoretically maximize profits 
under imperfect competition. Moreover, 
many meticulous statistical investigations 
have found the total production cost fune- 
tion to be linear for several enterprises. 
To be sure, the extremes of .the potential 
output were not explored, since the 
samples largely covered operations in the 
thirties.» Had wartime outputs that 
pressed hard on physical capacity been in- 
cluded, it is possible that the curve would 
have turned up. Doubtless operations that 
would crowd capacity to the point of rising 
marginal production costs are conceivable. 
The real question, however, is whether they 
are likely. The cost penalties of super-full 
production may be so ap- 
parent that output in this area is unlikely. 


cost 


range 


and so 


vreat 


There are several limitations on the re- 
search refinements that are practical for 
break-even analysis. It is costly to get pre- 
cise estimates of cost functions by eareful 
The error from cheaper 
methods is often tolerablé practically, par- 
ticularly when shifts of the functions 
estimating that much 


research. range 


cost 


cause errors are 


*The range of output sampled looked wide in 


terms of the 


ratios of its high to its low and in 


terms of the experi ne or the 


preceding decade. 
under ‘‘normal’’ conditions, 
market and rising marginal 
selling costs usually set limits on output consider 
ably short of physical capacity. Differential and 
overtime pay, which might cause marginal cost to 
rise if not removed as factor-price changes, were 
not significant in my published studies. 


Moreover, at least 
imperfections of the 
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Limitations on Profit Projections—continued 
wider. These shifts often have more prac- 
tical interest than the function’s precise 
shape, at least over the range of normal 











The revenue function of break-even 
analysis holds selling price constant over 
the range of output, an assumption that 
is practical for many enterprises because 
of the inflexibility of selling prices and the 
existence of an area of price discretion. 
This departure from the assumptions of 
economic theory is made because break- 
even analysis is not concerned with the 
effect of price or quantity sold, but is con- 
fined to projections of the effects on costs 
and profits of various outputs that result 
from shifts in the firm’s demand function. 
Analysis of demand is viewed as a separate 
problem. 

The accuracy of a profit projection 
based on this constant-price revenue line 
will be impaired by changes in list price, 
concessions, product-mix, and distribution- 
channel ratio. Changes in list price call 
for a new sales line which alters the profit 
function and _ the _ break-even point. 
Changes in price concessions, which in 
some industries are great and are likely 
to be correlated with output, will also 
vitiate the profit forecast, and are harder 
to allow for. 

Changes in the composition of demand 
impair the accuracy of the static sales line 
and may vitiate the profit projection. 
Whenever products differ in contribution 


Dynamic forces impose added limita- 
tions on profit projections from static and 
partial cost and revenue functions, how- 
ever accurately determined. Concentra- 
tion on short-run cost functions has led to 
neglect of other elements of the cost strue- 
ture of the enterprise. Changes in factor 
prices, technology, and scale and depth of 
plant, shift and modify the statie cost 
function. These changes take place ¢on- 
tinuously and their impact is intertwined 
so that it is normally not possible to separ- 


ate them empirically ‘from short-run 
adjustments. 
The distinction between short-run and 


long-run cost, fer example, is continuously 
blurred. Conceptually, the basis of the dis- 
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operations, for changes in factor prices are 
dramatic in 
changes in technology and product design 
often take place continuously. 





B. Vauipiry oF REVENUE FUNCTIONS. 


C. Dynamic Forces. 


(Continued on page 367 ) 
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their impact today and 





margin and there is variation in product- 
mix from period to period, profits will 
vary at a given output rate, if output is 
measured by an index that is appropriate 
for getting a production cost function. 
Under these circumstances, the constant- 
price sales line is inaccurate, even as a 
static function. Two different combina- 
tions of products that are equal in amount 
as measured by the output index will not 
yield equal revenue. Only by measuring 
output in current sales dollars can total 
revenue be a single valued function of 
output. But if this is done, cost will not be 
the same for output of different product 
composition. 


Changes in the proportion of output 
that goes through the various distribution 
channels has serious effects in some firms, 


where the contribution margin differs 
greatly among channels (for example be- 
tween original equipment and retail 
dealer sales of automobile accessories 


The channel-proportion is often neither 
stable nor precisely correlated with output. 

One way out of these difficulties that | 
have found helpful is to set up a family 
of revenue lines, each one applicable to a 
specified’ product-mix and _  distribution- 


channel ration. 





tinction is the degree of adaptation of 


cost to output rate. This conventional 
dichotomy of long-run versus short-run 


should be expanded in theory to envision 
a whole family of cost curves that differ 
in the degree of adaptation, with the con- 
ventional long-run cost curve as the limit 
of perfect adaptation. Adjustments to 
higher output take a variety of forms short 
of adding an entire balance plant unit. 
They represent jumps from one short-run 
curve to another, not just movement along 
one curve. 

The relation of technology to cost be- 
haviour is also more subtle than implied 
in theory. Changes in scale, in flexibility, 
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Cost StrucTURES OF ENTERPRISES AND BREAK-EVEN Cuarts—continued 


and in management methods are often all 
represented in a single technical improve- 
ment. 

These dynamic changes in costs and sell- 
ing prices are likely to be highly correlated 
with the firm’s output. This will reduce 
the reliability of forecasts of profits that 
are based upon assumed independence. A 
single company’s volume decline is not 
likely to be independent of a downturn of 
a general business activity. And it is im- 
probable that management’s adaptation to 
this changed situation would produce an 


output-expenditure pattern just like that 
produced by the operating plans of today’s 
volume expectations. 

Break-even analysis is virtually useless 
for some firms. This is particularly likely 
when materials that fluctuate widely in 
price are a predominant cost, when the 
product-mix varies greatly and profit mar- 
gins differ among products, when adver- 
tising or sales promotion are important 
and highly shiftable, or when the product 
design or technology changes continuously 
over short periods. 


D. Prorits CONTROLLABLE. 


Profits in modern enterprise are not as 
purely passive as economic doctrine im- 


Profits are controllable by manage- 


plies. 
Costs are 


ment to an important degree. 
more reducible and manipulable than 
economists have recognized. Profit maxi- 
mization in the short-run sense is seldom 
the dominant objective and the pressure 
for efficiency is not, as assumed in theory, 
constant and always sufficient. It varies 
dramatically over the cycle and with the 
fortunes of the firm. There are, therefore, 
significant fluctuations in the intensity of 
the compulsion to attain the least cost com- 
bination. Top management of a major rail- 
road estimates that two years of systematic 
indoctrination at all management levels 
will be required to get the efficiency drive 
back to the prewar level. 

This can affect costs because there is 
much room for improving efficiency in 
even the best-managed concerns, and be- 
cause a wide area of uncertainty exists as 
to the least cost combination for specified 
conditions of output, factor prices and 
technology. For example, the methods for 
determining economic lot size differ greatly 
and cannot all be best. 

Another condition that makes reported 
profits significantly controllable has been 
mentioned ; namely, the wide time latitude 


E. SumMMARY 


The projection of the short-run, static 
profit-output function of break-even charts 
is not a reliable forecast of future profits. 
The break-even point indicated by charts 
presupposes continuation of today’s rela- 
tive prices and expenditures patterns. 
Hence, it does not accurately forecast the 


that exists in the incidence of real cost 
upon expenditure. Important parts of 
production, selling, and administrative ex- 
pense relate to past or future output and 
can be postponed over long periods. 

Price jurisdiction provides another 
means of controlling profits. Big business 
under monopolistic competition does not 
continuously set prices to maximize profits 
in the short run. There are many indica- 
tions that prices in many industries are 
lower than would be most profitable today. 
In many companies prices that were high 
enough to retain the pre-war break-even 
point would put profits so high at current 
output rates that they would have serious 
consequences for public and labour rela- 
tions. The post-war shift in the profit 
function is probably due in large part to 
the changed relation of cost prices and 
selling prices. A rise in break-even point 
frequently indicates that price advances 
have not kept pace with shifts in cost. 

This controllability of short-term profits 
means that the empirical profit function 
is less reliably determined and forecasted 
and has less economic meaning than has 
been supposed. It also suggests that a doe- 
trine of respectable profits should replace 
our notions of a continuous and uniform 
drive to profit maximization. 


oF LIMITATIONS. 


probable future break-even point in the 
event of a business decline. A break-even 
chart is an over-simplified analysis of ex- 
pected profits at various levels of output. 
The basic premise that profit is a single- 
valued function of output is wrong. Profit 
will, of course, vary with changes in out- 
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Limitations on Profit Projections—continued 
put; but it also will vary with changes in 
production plans and in the intensity and 
kinds of selling efforts. The profit fune- 
tion will also be buffeted about by the vast 
impersonal forces of the market. Hence, at 
best, any single break-even chart can only 
show profit expectations under a single set 
of assumptions regarding external mar- 
ket conditions and internal management 
strategy. 

In typical break-even analysis, the static 
cost function has not been determined 
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with much. precision. Concentration on 
short-run cost functions has led, moreover, 
to neglect of other elements of the enter- 
prise cost structure, which impairs the aec- 
curacy of projections of the short-run cost 
function. Changes in the composition of 
demand and in costs and in prices are, 
moreover, likely to be highly correlated 
with the firm’s output. Despite rigidities 
of prices and of wage rates, a decline in 
general activity will shift the 
functional relationships that were pre- 
sumed to be independent. 


business 


IV. USEFULNESS OF BREAK-EVEN ANALYSIS. 


The empirical short-run profit function 
has more stability than the foregoing dis- 
cussion of its limitations might imply. One 
reason is that shifts in the cost function 
tend to be accompanied (with some lag) 
by similar changes in selling prices in 
many imperfectly competitive enterprises. 
This is partly the result of the use of cost- 
plus formulas to set and adjust prices. 
Another reason is that the pressure for 
efficiency is intensified in periods of ad- 
versity. The controllability and postpon- 
ability of expenditures can in some degree 
compensate for uncontrollable shifts in 
selling prices and _ stickiness in factor 
prices. 

Under modern competitive conditions, 
selling price and the intensity of selling 
efforts are not normally adjusted fre- 
quently to short-term shifts of the firm’s 
demand. Hence the assumptions of con- 
stant selling price and essentially passive 
selling cost adjustments are more realistic 
and useful for short-run adjustments ui- 
der normal conditions than economic 
logicians might think. 

Contributions to Economic Analysis. 
Break-even analysis can make solid con- 
tributions to the development of enter- 
prise economics. The importance of fixed 
costs makes total cost and profits vary sig- 
nificantly as a function of output rate. 
Projections of this. short-run relationship 
can be useful. Break-even charts and flex- 
ible budgets have been responsible for a 
vast amount of inductive investigation of 
the short-run cost and profit functions 
which dwarfs the pitifully few empirical 
studies made by economists. 


This kind of analysis can also provide 
insight into the bases of business decisions 
which should lead to re-examination of 
some tenets of received doctrine. For ex- 
ample, it provides added evidence that cost 
behaviour patterns in a modern enterprise 
differ in important from the 
theoretical model, that knowledge of these 
behaviour patterns by management is far 
less precise than assumed, and that the 
things maximized by business executives 
may differ greatly from theoretical assump- 
tions. 


res} ects 


Managerial Usefulness. Ambitious claims 
have been made concerning the managerial 
usefulness of break-even charts. They in- 
clude not only profit projections but also 
expense control and price determination. 
For these added purposes, as for profit 
projection, the limitations discussed above 
impair but do not destroy its usefulness. 


Empirical cost functions can be highly 


useful for expense control. But for this 
purpose they must deal with components 
of cost, and should be confined to those 
costs that are controllable at each area of 
responsibility. Although this kind of flex- 
ible budget may be built up to a break- 
even chart, it is not a by-product. 

Thus conceived, the break-even analysis 
no longer concentrates on the break-even 
point or on a single static profit function. 
Instead, it provides a flexible set of pro- 
jections of costs and revenue under ex- 
pected future conditions and under alter- 
native management programmes. Profit 
prediction under these multiple conditions 
becomes then a tool for profit making. 
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FILING PROCEDURES IN A SMALL PUBLIC 
ACCOUNTING OFFICE 


In any public accountant’s office, the 
preservation and filing of working papers 


Is 


deseribed by George F. 


pre cedure 
the 


problem. <A 
Shannon in 


major 


Journal of Accountancy, January, 1949, 
is, therefore, of particular interest. The 
rocedure is: 


1. Working Papers 


a 


All working papers are, or fold to, 
84” x 14”, are punched at the top, 
and are bound (with Aceo fast- 
eners) to cardboard covers. 

Working filed in 
following 


papers are the 
order: 
Memoranda for next eXamina- 
tion. 
Classified trial balance. 
Adjusting, closing and reversing 
entries. 
Manuseript copy of audit report. 
Working papers (arranged in 
balance sheet and income ac- 
eount order). 
Working paper covers show name 
of client, period of examination, 
and a brief description of contents. 
Working papers are filed alpha- 
betically by clients in legal size 
cabinets, and are preceded by per- 
manent files (similarly bound). 
The present and two immediately 
preceding years’ working papers 
are kept together in the ‘‘eurrent’”’ 
cabinets (most recent in front) 
No file folders are used. 


Two other years’ working papers 


are kept together by clients in the 
office ‘‘non-current’’ cabinets. 
Each spring, one year’s working 
papers (then five to six years old) 
are removed from the ‘‘non-cur- 
rent’’ filing cabinets, entered on 
clients’ file ecards (whieh are ar- 
ranged alphabetically), and are 
transferred to heavy cardboard 
file boxes. 


(h) 


Kach spring, the most remote 
year’s working papers are trans- 
ferred from the ‘‘eurrent’’ to the 
‘‘non-eurrent’’ filing cabinets. 
File boxes are stored in the home 
of a partner, and their contents are 
controlled by the clients’ file card 
mentioned in (1) (g). 

Working papers to be returned to 
the office are described in a memo- 
randum to the partner, which also 
states the number of the box in 
which filed. 

This memorandum remains at- 
tached to the client’s file card un- 
til the working papers are returned 
to the file box. 

Working papers on lost accounts 
are retained three years after ser- 
vices are terminated, and are then 
offered to the former elient. If the 
offer is not accepted, the working 
papers are cremated and a notation 
to that effect is made on the client’s 
file card. 

Working papers on continuing ac- 
counts are retained permanently. 


2. Audit Reports 


(a) 


(a) 


Five years’ reports are kept to- 
gether in file folders arranged 
alphabetically by clients. 

Each spring when working papers 
are transferred to file boxes, the 
related reports are removed from 
the filing cabinets, entered on the 
client’s file cards, and placed under 
the top covers of the working 
papers. 

former 
or retained, as 
(1) and (1) (m). 


Reports are delivered to 
clients, cremated 
deseribed im (1) 


3. Tax Returns 


° > ‘ ° 
A separate legal size file folder is 
provided each year for each cor- 


porate and other business client. 
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Filing Procedure—continued 


(b) Each folder contains, unbound, the 


(e’) 


(f) 


manuscript copies of all returns 
prepared for the client during or 
for one year. 

Five years’ returns are kept in the 
office, each year’s returns being 
filed together, arranged alpha- 
betically by clients. 

Each spring when working papers 
and reports are transferred to file 
boxes, the related tax return files 
are placed with them by clients, 
after being entered on the clients’ 
file cards. 

Three years’ individual income tax 
returns are filed together, unbound. 
Separate legal size file folders are 
prepared for husband, wife, and 
each other family member for 
whom returns are prepared. 
These file folders are arranged 
alphabetically by clients and are 
filed together, not with the cor- 
porate and other business returns. 
Each spring, the most remote 
year’s returns are removed from 
folders containing three years’ re- 
turns, are entered on the clients’ 
file cards, placed in salvaged legal 
size file folders (on which clients’ 
names are written), and _ trans- 
ferred to file boxes. 

Tax returns are delivered to 
former clients, cremated, or re- 
tained, as described in (1) (1) and 
(1) (m).° 


4. Correspondence 


(a) A separate legal size file folder is 


maintained for each client and 
other company or individual with 
which business .is regularly done. 


(b) These folders are arranged in al- 


phabetical order. 


(ce) 
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Infrequent correspondence is filed 
alphabetically by correspondents’ 
names, a separate folder being 
maintained for each letter of the 
alphabet. 

Correspondence is filed with the 
most recently dated item on top. 
Monthly, or at other frequent in- 
tervals, all correspondence filed is 
punched at the top and bound 
(with Acco fasteners) to backs of 
file folders. 

Each spring, correspondence three 
ye rs’ old or older is removed from 
the file folders and cremated. un- 
less there are specific reasons for 
retaining it. 

An extra 
papers is 
pondence 
should be 


copy for the working 
prepared of all corres- 
which it is_ believed 
included in them. 


5. General 


(a) 


(b) 


All files are locked 


of each day’s work. 


close 


at the 


Working papers, reports, tax re- 
turns, etc., in process are placed in 
desks or filing cabinets at the close 
of each day’s work. No papers of 
any kind are permitted to remain 
on desks or tables or in typewriters 
overnight. 


6. Principal Defects of Procedure. 


(a) 


(b) 


A huge volume of continuing 
clients’ working papers, reports, 
tax returns, ete., is accumulating, 
some of which are 25 to 30 years 


“a 
old. 


Tax returns are not bound to one 
another or to file folders because 
their dimensions vary and no bind- 
ing space is provided on them. But 
a loose working paper or return is 
soon a lost one. 
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THE TEACHING OF COMMERCIAL LAW IN 
SECONDARY SCHOOLS 


L. C. VOUMARD, B.A., LL.B. 


(A report of a lecture 


delivered to the 
Commercial Teachers conducted by the 


May Refresher School for 
Commonwealth Institute of 


Accountants, The Victorian Education Department, The University of 
Melbourne, and the Melbourne Technical College.) 


The purpose of this lecture was to sug- 
vest to teachers of Commercial Law in 
secondary schools some ways in which the 
subject might be made more interesting 
for, and of greater advantage to, 
students. During the lecture, Mr. Vou- 
mard made these suggestions: 

First, that students be given an ex- 
planation of why the subject is taught— 
i.e., that it is designed to give potential 
members of the business community some 
idea of the basic principles of law which 
will be found to regulate the business re- 
lations of the members of that com- 
munity. It should also be emphasized that 
a knowledge of some of. the more im- 
portant of these rules will materially 
assist all persons in the conduct of their 
own affairs—e.g., to know when it is de- 
sirable to have some written evidence of 
the existence of a contract lest the 
Statute of Frauds be pleaded by a de- 
fendant to the discomfiture of the plain- 
tiff. 

Secondly, that the subject be prefaced 
by a brief survey of the function of law 
generally; what is its purpose, and the 
Ways in which it is now enforced and 
administered. 

Mr. Voumard then went on to consider 
what should be taught in this subject, and 
dealt with the content of the present leav- 
ing certificate syllabus in Commercial 
Principles. It was suggested that the fol- 
lowing sequence of topics might well be 
adopted: 


(a) Law of Contracts. Here the teach- 
ing should cover the nature of a contract, 
the elements necessary to its formation; 
those matters such as mistake, fraud, 
duress, undue influence, lack of contrac- 
tual capacity, and so on, which may affect 
the validity and/or enforceability of the 


contract; and the discharge of a contract. 
It is rather doubtful whether any advan- 
tage would arise from attempting to deal 
with the operation and assignment of a 
contract, although this could be briefly 
mentioned if desired. The principle of 
assignment could be touched on, and eon- 
trasted later in the course with the prin- 
ciple of negotiation. 


(b) Law of Agency. This follows logic- 
ally after Contracts, to show that a per- 
son may acquire rights and ineur liabili- 
ties under a contract without having to 
enter into it in person. At the same time, 
it is unnecessary to study more than the 
outlines of this topic—what agency is, 
how it arises, what are the rights, duties 
and liabilities of both agent and princi- 
pal, and in what circumstances may an 
agency be terminated. 


(c) Law of Partnership. Since this is 
a very common form of business activity, 
it should be treated in some detail, and 
if possible, the time tables for Commercial 
Practice and Commercial Principles 
should be adjusted so that students com- 
mence their study of partnership account- 
ing about the same time as they com- 
mence their study of partnership law. 
Emphasis here should be placed upon the 
formation of a partnership, and the rules 
governing the relations between the part- 
ners themselves, and between the firm 
and persons dealing with it. 

Having dealt with partnerships, it is 
then appropriate to discuss the nature of 
another common form of business activity 

the incorporated company. It is un- 
desirable to deal in detail with all the 
provisions of the Companies Acts; it 
would be sufficient to emphasize the 
nature of an incorporated company, the 
way in which it is formed (with particu- 
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lar reference to. the Memorandum and 
Articles of Association), and the position 
of a shareholder in such an entity. The 
position of a shareholder should then be 
contrasted with that of a debenture 
holder, bearing in mind that a debenture 
is basically a written acknowledgment of 
a debt. It is perhaps undesirable to deal 
with more than naked and secured deben- 
tures. 

Then, and only then, is it appropriate 
to compare and contrast partnerships and 
limited companies. It is worth while to 
spend some time on this aspect of the 
course. 

(d) The next section of the course 
could conveniently be grouped under the 
heading—“Particular types of contracts.” 
In this connection the present syllabus 
makes provision for teaching the law re- 
lating to the sale of goods, to insurance, 
and in some cases to bills of lading. The 
buying and selling of goods is so common 
that the impertance of some knowledge 
of this is clear; although the teaching of 
it should not be too detailed—concentrate 


mainly on such things as the nature and 
purpose of a contract of sale of goods, 
its effects, and the rights of both buyer 


and seller. Care should be taken to stress 
that the ordinary rules of contract also 
apply unless excluded or varied by the 
Goods Act. But with insurance there 
seems to be too much emphasis placed on 
the highly technical subject of marine in- 
surance. It may well be sufficient to in- 
dicate what is insurance in a broad sense, 
and to mention the principles associated 
with it—i.e., Good Faith, Indemnity, and 
Insurable Interest—and then indicate the 
various “covers” available through the 
different types of policy. In other words, 
teach insurance generally as a method of 
protecting property. 

If the syllabus requires Bills of Lading 
to be taught, it should be taught together 
with Charter parties, as both are Con- 
tracts of Affreightment. It may be better, 
however, to substitute an outline of hire 
purchase, following immediately after the 
sale of goods, for this topie. 
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(e) The final section of the present syl- 
labus deals with Negotiable Instruments. 
If our teaching is to be of real benefit to 
our students, this topic should be taught 
primarily in relation to cheques, ignor- 
ing such complex matters as domicil, cir- 
cuity of action, conflict of laws, ete. Such 
parts of the Bills of Exchange Act as 
relate to cheques and bankers should be 
given close attention, but the remainder 
could well be ignored, or at least given 
only slight attention. The following se 
quence was suggested: The principle of 
negotiability—definition, types and pur 
poses of Bills of Exchange—acceptance 
negotiation and indorsement—discharge 
(especially by payment) — Relationship 
between banker and customer—definition 
of cheques, crossings and authorized al 
terations thereto — duties of bankers 
protection given to bankers—Definition 
and purpose of promissory notes—For- 
gery in relation to Bills of Exchange and 
cheques. 

The law of contracts should be re 
garded as of prime importance, and this, 
together with the law of agency, deserves 
at least one-third of the available teach 
ing time (including necessary revision 
Partnerships and Companies together 
warrant approximately one-fourth of the 
available time; the “Particular types of 
contracts” mentioned in (d) above, and 
Negotiable Instruments, each merit, say, 
one-fifth of the available time. And in 
framing examination papers care should 
be taken that these topics be given ap 
proximately the same relative weight 
i.e., that about one-third of each paper be 
devoted to contracts and agency, and so 
on. 

The actual method of teaching this sub 
ject must necessarily vary from school to 
school. As a suggestion, however, it may 
be found useful, if the time table permits, 
of two sessions per week, to conduct the 
first session as a “lecture,” and the second 
as a tutorial, based on the work covered 
earlier in the week. This should ensure 
uniformity and continuity in the teaching 
and study of the subject. 
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THE SUCCESS 


L. 


Browsing through a second-hand book- 
shop recently I saw a volume with the 
intriguing title of ‘‘The Successful Mer- 
chant: Sketches of the Life of Mr. Samuel 
Budgett,’’ published 1852. The aptness of 
the title seemed almost too good to be 
coincidental, but a flicking of a few pages 
here and there was sufficient to show its 
genuineness and to whet my curiosity to 
such an extent that the book and eighteen- 
pence changed ownership in contractual 
discharge, 

The book is a delight and I feel that 
it would be a pity if it were lost alto- 
vether to the commercial world, for it 
contains many wholesome lessons for us 
all. The author was evidently a mission- 
ary, and the following extract upon stock- 
taking is a fair example of his style. ‘‘To 
a tradesman, stocktaking is always an 
exciting time. According to the state of 
his heart, he receives the favourable or 
unfavourable result; the sorrow of the 
world which worketh death, the bitter 
pining over money lost and toil ill-spent, 
the impatience of life and the distaste for 
action, the meek submission to a father’s 
chastising hand, the close searching of 
heart to see where the rod has been pro- 
voked, the tranquil joy in acknowledging 
the fruitful blessing, the godly fear lest 
erowing wealth should bring with it 
pride, the turbulent delight at plenty of 
gain, the boastful self-laudation on talent 
and power, the malign triumph over rival 
houses—all these feelings, and a thousand 
more, are raised yearly in the breasts of 
our busy neighbours when they learn how 
much they have lost or won.’’ Out with 
perpetual inventory records if they mean 
the loss of about a thousand and ten 
human emotions! Someone, sometime, will 
have to do some research work on the 
relationship between perpetual inven- 
tories and psychotic neuroses. 

Many a student might read with envy 
about the firm (built up by Mr. Budgett) 
which carried on a purely cash business 
and ‘‘had not to study what were good 


by 
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debts and what bad debts; they had no 
debts at all,’’ and might echo the author’s 
views on credit: ‘“‘It is one distinctive 
beauty of the credit system that honest 
men have to pay for the articles bought 
by rogues, and wise men for the articles 
bought by fools. The merchant, of course, 
must make a profit on the whole, and he 
has no alternative but to charge John 
and Thomas for the coat which Horatio 
bought and did not pay for. I confess 
it seems to me, that John and Thomas 
had better not be taxed thus. If Horatio 
needs a coat provided by other people, he 
had better say so and come by it honestly, 
rather than steal a piece by aid of the 
merchant from one neighbour and an- 
other, and so make up a fine garment at 
their expense. John and Thomas are very 
much wronged, and I defy the merchant 
to prove that he is not the accomplice 
of Horatio in defrauding them.’’ My 
name is not Horatio, but I need—badly 
need—a coat, and trousers, too. Any 
offers? Would some kind merchant like 
to donate a suit? He would, of course, 
be acquitted of any complicity in defraud- 
ing John and Thomas if he loaded them 
with the ineidence of the gift. Or is there, 
maybe, something doubtful about the 
economics of such a transaction? 

But perhaps we should say something 
about the biographee (or it bio- 
graphed?). Samuel Budgett was a mer- 
chant who built a large general provision 
business—a self-made man par excellence. 
‘‘Just as other boys naturally betook 
themselves to rhyming, sketching, or mak- 
ing models; so Samuel Budgett naturally 
betook himself to making bargains.’’ His 
beginning was not the proverbial shoe- 
string, it was a horse-shoe. The story is 
available in his own words. ‘The first 
money I ever recollect possessing, was 
gained in the following way. I went to 
Mr. Wilks, of Kilmersdon, to school, a 
distance of three miles. One day, on my 
way, I picked up a horse-shoe, and carried 
it about three miles, and sold it to a black- 
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The Successful Merchant—continued ; 
smith for a penny. That was the first 
penny I ever recollect possessing; and 
1 kept it for some time. A few weeks 
after, the same man called my attention 
to a boy who was carrying off some dirt 
opposite his door; and offered, if I would 
beat the boy, who was a bigger boy than 
myself, to give me a penny. I did so; 
lie made a mark upon it, and promised if 
I would bring it to him that day fortnight, 
he would give me another. I took it to 
him at the appointed time, when he ful- 
filled his promise, and I thus became 
possessed of threepence; since which, I 
have never been without, except when 
I gave it all away.’ ’’ The story, of course, 
has a moral. ‘‘Do you think, young man’”’ 
(I quote the biographer), ‘‘that you could 
use such an opportunity to any purpose? 
If so, you may rely upon finding a horse- 
shoe in your path some day.”’ 

The second adventure in making money 
was equally noteworthy. Again we have 
Mr. Budgett’s own words: ‘‘The next 
addition to my stock of money was when 
one of my sisters in drawing treacle had 
let it run over; and a_ considerable 
quantity was wasted. After taking up 
what she thought was worth saving and 
being about to wash away the remainder, 
I ran to my mother and said, ‘Mother, 
may I serape up that treacle and sell it 
for myself?’ Having gained her consent, 
I set to work, scraped it as clean as pos- 
sible, and sold it for three-halfpence.’ 

This financial wizardry found eloquent 
expression at school. ‘‘When at school 
he found that for a halfpenny he got only 
six marbles, .but for a penny 14. By 
buying a pennyworth, and selling to his 
comrades two different halfpennyworths, 
he earned two marbles honestly; and so 
drove a profitable trade. Lozenges were 
also in request at school; and he found 
that a similar law of commerce obtained 
in lozenges as in marbles—the large pur- 
chaser had an advantage over the small. 
Therefore, he bought in pennyworths and 
sold in halfpennyworths, ever making 
head. This trade returned a good profit 
on the capital, and was, moreover, per- 
feetly safe.’’ 

One more adventure of the youthful 
financier must suffice, but again we for- 
tunately have it in his own words: ‘‘I 
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was one day coming from Leigh, when 
about 12 years of age, and saw a man 
walking along with an old donkey and a 
young one. I asked the price of the young 
one. He said 2/6. I tried to see if he 
would take less; but finding he would 
not, got a cord, put it round its neck, 
paid the 2/6, took it home, and kept it 
a few days; then sold it to a Mrs. Ellis 
for 5/-; but she said she had no money 
but would pay in the course of the week. 
I objected to leave it without security. 
But here a difficulty arose, as she had 
no security to offer, but a pair of new 
stays which had just cost ten shillings. 
‘Oh!’ said I, ‘there is nothing like that, 
because it is easily carried.’ So on re- 
ceiving them, I carried them all through 
the village in my hand, and said, ‘ Mother, 
here’s a pair of stays, I have sold the 
donkey; Mrs. Ellis will call and pay five 
shillings; be sure and not let her have 
the stays without the money.’ The 
donkey, however, unfortunately died; and 
she wished to have the stays returned 
without the money; but in vain, as I 
believed the death was occasioned by 
want of proper treatment; and by that I 
learnt, ‘A bird in the hand is worth two 
in the bush’.’’ This touching story con- 
tains its own moral in the last sentence 
—‘‘a bird, ete.,’’ became one of his stand- 
ing axioms. And his biographer com- 
ments: ‘‘And when he has become one 
of the most extensive merchants in Eng- 
land, the principle taught by the death 
of the donkey is strengthened and ele- 
vated by a conviction that a system of 
cash payments, introduced generally into 
commerce, would save thousands of 
families from ruin, and would save the 
country in times of depression from those 
series of bankruptcies which follow each 
other like a train of explosions in a mine.’’ 
[ wonder what the donkey really did die 
of? 

We must turn to the adult Budgett. 
From a wealth of available material, a 
few pen pictures must suffice. Here is one 
which shows how he deals with a cash 
shortage and a complaint: 

‘* At the call of the messenger, a young 
man now approaches the office door. He 
is a ‘traveller’; but notwithstanding the 
habitual push and self-possession of his 
class, he evidently is approaching his em- 
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The Successful Merchant—continued 


ployer with reluctance and embarrass- 
iment. He almost pauses at the entrance. 
(Query: What is ‘‘almost pausing?’’) 
And now that he is face to face with the 
strict man of business, he feels much con- 
fused. ‘Well, what’s the matter? I under- 
stand you can’t make your cash quite 
right.’ 

+s * Ne, air.” 

‘How much are you short?’ 

‘Eight pounds, sir.’ 

“Newer mind; I am quite sure you 
have done what is right and honourable. 
It is some mistake; and you won't let it 
happen again. Take this and make your 
account straight.’ . 

“The young man takes the proffered 


paper. He sees an order for ten pounds; 


and retires as full of admiration as he 
had approached full of anxiety. 


‘**New what is the next thing?’ This 
time a porter is summoned. He comes 
forward as if he expected rebuke. ‘Oh! 
| have got such a complaint reported 
against you. You know that will never 
do. You must not let that occur again.’ 

‘““Thus with ineredible despatch, matter 
after matter is settled, and all who leave 
that office go to their work as if some 
one had oiled all their joints.’’ Just the 
place for rheumaties. 

His capacity for rapid calculation was 
amazing, While passing through the ware- 
house, ‘‘in another place he finds a man 
idling. You can soon that of all 
spectacles this is the one least to his mind. 
‘If you waste five minutes, that is not 
much; but. probably if you waste five 
minutes yourself, you lead some one else 
to waste five minutes, and that makes ten. 
If a third follow your example, that 
makes a quarter of an hour. Now, there 
are about 180 of us here; and if every 
one wasted five minutes in a day, what 
would it come to? Let me see. Why it 
would be 15 hours; and 15 hours a day 
would be 90 hours, about eight days, 
working time, in a week; and in a year, 
would be 400 days. Do you think we 
could ever stand waste like that?’ The 
poor loiterer is utterly confounded. He 
had no idea of eating up 15 hours, much 
less 400 days, of his good employer’s time; 
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and he never saw before how fast five 
minutes could be multiplied.’’ With this 
last observation we must surely agree. 

Promotion aceording to ability is the 
rule of the concern. ‘‘Presently you light 
upon a band who are hidden behind a 
drapery of flour bags, and, thus secluded, 
are repairing such bags as have suffered 
in the service. Near these, you see three 
boys seated at an anvil, hammering old 
nails straight. This, you are told, is one 
of the first steps in the establishment. 
On entering, a boy is set to this work. If 
diligent here, he is promoted to serve 
under the master bagmender. If he do 
well there, he is made a messenger. And 
then, his future position in the house 
depends entirely on his ability and appli- 
cation. ‘But,’ you are very likely to ask, 
‘what are these old nails, which the boys 
are beating straight?’ 

‘*O! they are the old nails picked up 
about the coneern’.’’ There is surely a 
lesson here for industrial manicurists. 

That peace hath her victories . . . has 
rarely, I feel, been better demonstrated 
than in the Battle of the Bills which the 
firm was forced to take part in. Here 
are the details: ‘‘Many of the men from 
whom they purchased were jealous of 
their progress. Not a few efforts were 
made to bring them to a stand. Sometimes 
it went hard with them. On one occasion 
an account from Bristol was sent in before 
the usual time. It was at once paid. Then 
another, then another, and so on with rapid- 
ity ; every account came in as if by concert. 
Mr. Budgett saw that something was the 
matter,,and resolved that, although ir- 
regular, all should be met. He made those 
prompt exertions among his friends which 
only men of his energy can make. When 
the last account was presented he knew 
there were no effects in the bank, but he 
knew that he had means to put in a de- 
posit; he, therefore, gave a cheque, and 
soon afterwards mounted his horse and 
rode hard. As he entered the bank at 
one door the bearer of the cheque entered 
at another, for he too had evidently been 
in haste as if under the impression that 
payment was doubtful. The battle was 
won; the terrible answer, ‘‘no effects,’’ 
had not been returned; and, now they 
were free to bless that Providence which 
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The Successful Merchant—continued 
had enabled them to turn this sudden 
attack to a victory.’’ One would, per- 
haps, like to know more about ‘‘those 
prompt exertions,’’ for current ‘and 
future application, but details are not 
given. I wonder if many of my friends 
would pay to see me do my daily dozen? 
Referring to Mr. Budgett’s habitual 
keenness in trade, the author says that 
‘‘he justified to his own mind his habit 
in this respect, on principles which ap- 
peared sound and fair. I do not mean 
to say that, in the heat of a negotiation, 
he never went beyond even what his own 
principles would sustain. It is probable 
that, yielding to his natural bent and 
eagerness, he sometimes did. But when- 
ever he discovered such a case his self- 
condemnation was bitter. Whenever such 
a case was pointed out to him, his con- 
fession of the fault, his humbling of him- 
self, were prompt and most instructive. 
His habitual, earnest aim was at unim- 
peachable integrity. That his rigid bar- 
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gain-making did not arise from a love of 
money, from selfish ambition, from in- 
difference to the interests of others, his 
whole life amply testifies. It arose solely 
from his natural passion for successful 
trade.’’ He was thus, it appears, a true 
business artist. Business for business’ 
sake. And here it is again: ‘‘In business 
he was keen-deliberately, consistently, 
methodically keen. He could buy as 
scarcely any other man could buy: he 
would sell as scarcely any other man could 
sell. He was an athlete on the arena of 
trade, and rejoiced to bear off the prize. 
He was a soldier on the battlefield of bar- 
gains, and conquered he would not be.’’ 
No. 1 platoon will make a frontal attack 
on the 9/11 counter at 9.01 a.m.! 

I would like to quote much more; in- 
deed I would like to quote the whole book. 
But on second thoughts perhaps I can 
best show that I have profited by its 
lessons by hiring it out at (say) 5/- per 
fortnight. Perhaps I, too, could become 
a successful merchant. 
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Guide to Commonwealth Income Tax, by GuNN « O’NEILL, 4th edn. Butterworth 


& Co. (Aust.) Ltd., pp. 460. £1/7/-. 


The works of Mr. J. A. L. Gunn and his 
associates have come to be regarded as the 
most authoritative books published on 
Australian income tax practice. No pro- 
fessional accountant’s library is complete 
without a copy of Commonwealth Income 
Tax Law and Practice, and it is equally 
true to say that no student’s or teacher’s 
library is complete without a copy of 
Guide to Commonwealth Income Taz, by 
Gunn & O’Neill. Consequently, to all 
students and teachers a new edition of this 
work is very welcome. 

The present edition, the fourth, main- 
tains the very high standards of its pre- 
decessors and .will be a very great aid to 
all who are concerned with preparation for 


examination in this subject. As with pre- 
vious editions and as with Commonwealth 
Income Tax Law and Practice, the book is 
in the form of a commentary on the ‘‘Com- 
monwealth Income Tax Assessment Act 
1936-48”’ arranged in a series of numbered 
paragraphs—a method which is a great aid 
tg easy reference and adds greatly to the 
utility of the book. 

Australian accountangy students are not 
required to have a knowledge of the prin- 
ciples of income taxation as they have been 
enunciated by the Courts from time to 
time nor are they required to know, in 
detail, the judicial interpretations which 
have been given to various sections of the 
Income Tax Act. Consequently, as our 


(Continued on page 377) 
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students are required to know only the 
provisions of the Act, the form of this 
book and the approach used by it are ad- 
mirably suited to students’ use. The 
wealth of illustration contained in it fur- 
ther helps to guide a student through the 
rather frightening maze of words which 
our Commonwealth Income Tax Act has 
become. 

This particular edition is most welcome, 
as it contains a very lengthy chapter de- 
voted to the new provisions of the Act 
relating to Private Companies. This divi- 
sion was completely changed in the Novem- 
ber, 1948, Amendment, and as its pro- 
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visions are most complex the teacher’s and 
student’s task in understanding them will 
be made considerably easier by the treat- 
ment given in this book. 

In the preface to the book the authors 
express the hope that the book will prove 
of value, not only to students, but also to 
lawyers, accountants and businessmen who 
are confronted with the difficulties of pre- 
paring returns and checking assessments. 
It is the belief of this reviewer that the 
book will fulfil the hopes of its authors and 
will provide the same service to the ae- 
countaney profession and the _ business 
community as previous editions have done. 


K. C. KEOWN. 


Accounting Fundamentals, by R. Kerru Yorston, E. Bryan Smyrn anv S. R. 


Brown. The Law Book Co. of Australasia Pty. Ltd. 


This book is, in fhe author’s words, ‘‘an 
exposition of the fundamental principles 
and procedures of accounting method, 
suitable for students preparing for the ex- 
aminations of the various Universities, 
Accountaney and Seeretarial Institutes, 
and Technical Colleges.’’ 

As a text book it will appeal to students, 
being profusely illustrated throughout 
with worked examples, and at the end of 
each chapter appropriate questions from 
examination papers are given. 

The main ground for criticism, and it is 
a rather vital one, les in the method 
adopted in the chapter on the ‘‘Elemen- 
tary Procedure to Trial Balance.’’? In 
Chapter I the main accounting conventions 
are considered, but this modern approach 
is not carried through to the analysis of 
transactions according to their effect on 
Assets, Liabilities and Net Worth. Instead, 
the main classification of accounts is a 
classification into Personal and Impersonal 
accounts, from which follows the adoption 
of the old rule, in relation to personal ac- 
counts, of ‘‘Debit the receiver, and Credit 
the giver.’ The Impersonal Accounts are 
subdivided into real and nominal accounts, 
the definitions of which cannot be regarded 
as completely satisfactory, and the old 
rules of debit and credit are again given 
for transactions affecting these types of 
accounts. 

lollowing chapters cover the prepara- 
tion of the Revenue Accounts and Balance 
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Sheet, special attention being given to the 
problems associated with the matching of 
costs and revenue. Next follows a con- 
sideration of the sectional balancing of 
ledgers, negotiable instruments, bank re- 
conciliation statements, and the keeping of 
Petty Cash records 

In Chapter VIII the various methods of 
accounting for depreciation are adequately 
discussed, and a pleasing feature is the in- 
¢lusion of the observations and recommen- 
dations of the Institute of Chartered Ac- 
countants in Australia on this subject. 

The procedure necessary for the pre- 
paration of departmental revenue state- 
ments is thoroughly dealt with, and the 
preparation of simple manufacturing ae- 
counts is also considered. 

In Chapters XIV and XV the entries 
required to account for consignments and 
joint ventures are clearly set out, but an 
inconsistency should be noted between the 
profit arrived at according to the method 
set out on p. 280 and that obtained by 
making the entries in the books as set out 
on pp. 282-3. 

Students will appreciate the large num- 
ber of illustrative examples given in Chap- 
ters XVI to XIX, covering partnership 
and company accounts. When discussing 
the presentation of company’s accounts the 
distinction is drawn between reserves and 
provisions and again the Recommendations 
of the Institute of Chartered Accountants 
in Australia are given. 

B 
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Deficiency Accounts, while the last chap- 
ter gives a brief introduction to the analy- 
sis of financial statements. 


J. St. G. KERR. 


Balance Sheets and Accounts under the Companies Act, 1948, by Sir RusseLi 
KertLe; Gee and Co. (Publishers) Ltd., London, 1948. Our copy from The Law 
Book Co. of Australasia Pty. Ltd. Pp. 40; price 2s. 4d. 


This booklet contains a paper read by 
the author before the East Anglian Char- 
tered Accountants’ Students’ Association 
in September, 1948. Naturally it is ef par- 
ticular interest and value to accountants 
in the United Kingdom who are experienc- 
ing problems, not by any means without 
difficulty, of intrepreting and applying the 
requirements of the 1948 Companies Act. 
Similar problems have not yet had to be 
faced by accountants in Australia, and it 
might therefore be assumed at first sight 
that the little volume is not likely to be of 
great interest in this country. This, how- 
ever, would be a completely mistaken view. 
The paper is absorbingly interesting as a 
commentary on modern standards of pre- 
sentation of company financial statements, 
and on the nature of the difficulties likely 
to be encountered in incorporating those 
standards in company legislation. As Sir 
Russell says, ‘‘acecounts do not lend them- 
selves to legal enactment .. . some machin- 
ery is necessary in order to relax, vary, 
or add to the statutory requirements both 
as regards individual companies, groups of 
companies, and in relation to companies in 
general.’’ In the 1948 Act that machinery 
is provided through the powers given to 
the Board of Trade to alter or add to the 
requirements of the Act, and in particular 
these of the Eighth Schedule, by regula- 
tion. These powers are fully deseribed in 
the booklet. It is interesting also to ob- 
serve that it has been found that in some 
respects the’ Eighth Schedule is ‘‘ambigu- 
ous or impracticable,’’ and that proposals 


for amendment of specific requirements 
had already been made, though the Act, at 
the time of delivery of the paper, had been 
in operation less than three months. 

The old requirement that accounts 
should be true and correct has been re- 
placed by one which specifies that they 
should be true and fair. Sir Russell dis- 
courses in a most stimulating way. on the 
meaning of ‘‘fair’’ in this connection. ‘‘A 
true and fair view,’’ he says, ‘‘implies that 
all statutory and other essential informa- 
tion is not only available but is presented 
in a form in which it can be properly and 
readily appreciated.’’ He expresses a de- 
finite preference for the vertical form of 
statement over the conventional two-sided 
type. Other comments of special interest 
to accountants in Australia deal with the 
treatment of reserves, particularly the dis- 
tinction between capital reserves and rev- 
enue reserves, the definition of provisions, 
pre-acquisition profits or sub- 
sidiaries, unnecessary writing-down of 
stock or excessive provision for doubtful 
debts, and form of presentation of profit 
and loss statements, particularly its divi- 
sion into sections. An appendix contains 
useful notes on group accounts. No ac- 
countant interested in improvement of 
form of company statements (and what 
accountant is not?) should neglect this 
little volume, which is packed with per- 
tinent comments on practical problems, 
legal and technical. 


losses of 


A.A.F. 
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LEGAL SECTION 


Edited by 
R. E. O'NEILL, A.1.C.A. 


COMMONWEALTH GIFT DUTY 


The appellants in their capacity of the 
executors of the will of the late E. N. 
Grimwade appealed to the High Court 
from two assessments of Commonwealth 
Gift Duty. The following facts are taken 
from the judgment of Williams, J.: 

On April 16. 1936, the deceased caused 
to be incorporated under the provisions 
of the Victorian Companies Acts a pro- 
nrietary company under the name of 
Batman Exploration Co. Pty. Ltd. The 
o subseribers to the Memorandum and 
W. Bland 
of the 


tw 
Articles of Association were R. 


and R. W. Shepheard. Clause 4 


Memorandum of Association provides that 


the share capital of the company is 
250.000, divided into 250,000 
¢1 each, with power to divide the shares 
in the eapital for the time being into 
several classes and to attach thereto re- 
spectively any preferential, preferred, 
jualified or special rights, privileges or 
conditions. Clause 4 of the Articles of 
Association provides that the company’s 
capital of £250,000 is divided into 20,000 
A shares of £1 each and 230,000 B shares 
of £1 each. During the lifetime of the 
first governing director the A shares alone 
shall confer voting and dividend rights 
on the holders thereof, and in the event 
of the company going into liquidation 
during the lifetime of the first governing 
director the of the company re- 
maining after the payment of liabilities 
shall be distributed amongst the share- 
holders in the following manner: The 
holders of the B shares shall receive in 
proportion to the B shares held by them 
24 per centum of the capital paid up or 
deemed to be paid up on the B shares and 
the holders of the A shares shall receive 
the balance of the assets. During the 
lifetime of the first governing director 
the B shares shall not confer any voting 
or dividend rights on the holders thereof 
and in the event of the company going 
into liquidation during the lifetime of the 
first governing director shall not except 


shares of 


assets 


as aforesaid confer any rights in a liquida- 
tion to share in the distribution of the 
company’s assets. In all other respects 
the A and B shares shall rank equally. 

Clause 27 of the Articles of Association 
provides that the company may from time 
to time by special resolution reduce its 
capital by paying off capital or by ean- 
celling unalloted, forfeited or surrendered 
shares or by cancelling capital which has 
been lost or is unrepresented by available 
assets or by extinguishing or reducing the 
liability of any of its shares or otherwise 
as May seem expedient and capital may be 
paid off on the footing that it may he 
called up again or otherwise. Clause 67 
of the Articles of Association provides 
that on a show of hands every member 
shall have one vote and upon a poll every 
member shall have one vote for every 
share held by him provided that during 
the lifetime of the first governing director 
the holders of the B shares shall have no 
right to receive notice of or to be present 
or to vote at any general meeting by 
virtue or in respect of their holding of 
Bs shares. Clause 77 of the Articles of 
Association prevides that a majority of 
the the Memorandum of 
Association may by writing under their 
hand appoint a person to be the first 
governing director. The governing diree- 
tor shall retain office until he resigns the 
office or dies or until he becomes bank- 
rupt or insolvent or a lunatic and whilst 
he retains office and notwithstanding any- 
thing to the contrary shall have authority 
to exercise all the powers, authorities and 
disecretions vested in the directors gener- 
ally and all the other directors, if any, 
shall be under his control and shall be 
bound to conform to his directions in 
regard to the company’s business. 

At the first meeting of directors of the 
company held on 17 April, 1936, E. N. 
Grimwade was appointed the first govern- 
ing director of the company by the sub- 
scribers to the Memorandum of Associa- 


subseribers to 
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tion, and he then appointed his four sons, 
that is to say, the three appellants and 
L. €. Grimwade, who died soon after- 
wards, directors. One A share was al- 
lotted to each of the two subseribers of 
the Memorandum and Articles of Associa- 
tion, 10,000 A shares were allotted to E. 
N. Grimwade and 130,000 B shares were 
allotted by his direction equally amongst 
his four sons. The whole of the purchase 
money for the A and B shares so allotted, 
that is to say, £140,002, was paid to the 
company by E. N. Grimwade. At the 
same meeting the company purchased 
from E. N. Grimwade for £141,873/15/- 
34,785 shares in Commonwealth Industrial 
Gases Ltd. and 54,000 shares in Drug 
Houses of Australia Ltd. At a meeting 
of directors held on 17 August, 1936, the 
A share in the name of R. W. Bland was 
transferred to » d +S Alston, the solicitor 
of the company, and the A share in the 
name of R. W. Shepheard was transferred 
to H. M. Mogensen, the secretary of the 
company. At a meeting of directors held 
on 12 January, 1937, 4,920 B shares were 


allotted equally amongst F. N. Grimwade, 


G. H. Grimwade and R. G. Grimwade 
by direction of E. N. Grimwade. The 
whole of the purchase money for these 
shares, that is to say, £4,920, was paid 
to the company by E. N. Grimwade. At 
the same meeting the company purchased 
from E. N. Grimwade for £4,919 14,757 
shares in Carba Dry Ice (Aust.) Ltd. At 
a meeting of directors held on 8 July, 
1937. 45.840 B shares were allotted 
equally amongst F. N. Grimwade, G. H. 
Grimwade and R. G. Grimwade by direc- 
tion of E. N. Grimwade. The whole of 
the purchase money for these shares, that 
is to say, £45,840, was paid to the com- 
pany by E. N. Grimwade. At the same 
meeting the company agreed to purchase 
from .E. N. Grimwade for £45,540 an 
A.M.P. policy, 21,200 shares in Cuming 
Smith & Co. Pty. Ltd. and 5,000 shares in 
Australian Glass Manufacturing Ltd. At 
a meeting of directors held on 6 April, 
1938, E. N. Grimwade transferred one A 
share to I’. N. Grimwade, one to G. H. 
Grimwade and one to R. G. Grimwade. 

As a result of these allotments and 
transfers of shares the shareholding in 
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the company became and thereafter re- 
mained E. N. Grimwade 9,997 A shares, 
KF. N. Grimwade, G. H. Grimwade, R. G. 
Grimwade, 1. G. Alston and H. M. Moegen- 
sen one A share each; F. N. Grimwade, 
G. H. Grimwade and R. G. Grimwade 
49.420 B shares each, and the executors 
of the estate of L. C. Grimwade 32,590 
B shares, the total allotment of 
being 1:0,002 A and 180,760 B 


shares 
shares 
shares. 

At an extraordinary general meeting of 
the company held on 20 November, 1942, 
at which E. N. Grimwade was present. the 
following resolution was passed as a 
special resolution: ‘‘That the capital of 
the company (which now is £250,000 
divided into 20,000 A shares of £1 each 
and 230,000 B shares of £1 each, of which 
10,002 of the said A shares and 180,760 
of the said B shares are issued and are 
fully paid up) be reduced to £47,690/10 
divided into 10,002 A shares of 5 
and 180,760 B shares of 5/- each, and that 
reduction be effected by cancelling 
9,998 of the existing A shares and 49,240 
of the existing B shares which have not 
been taken or agreed to be taken by any 
person and by returning to the holders 
of the 10,002 A shares and to the holders 
of the 180,760 B shares that 
issued paid up capital to the extent of 
1o/- per share (the capital represented 
thereby being in excess of the wants of 
the company) and by reducing the 
nominal amount of each of the said issued 
A and B shares from £1 to 5/-.”’ 

At a further extraordinary general 
meeting of the company held on 31 March, 
1943, at which E. N. Grimwade was pre 
sent, the following resolution was passed 
as a special resolution: ‘‘That the capital 
of the company (which now is 
£47,690/10/- divided into 10,002 A shares 
of 5/- each and 180,760 B shares of 5 
each, all of which are issued and are 
fully paid upy be reduced to £23,845 /5 /- 
divided into 10,002 A shares of 2/6 each 
and 180,760 B shares of 2/6 each and 
that such reduction be effected by return- 
ing to the holders of the said 10,002 A 
shares and to the holders of the said 
180,760 B shares paid up capital to the 
extent of 2/6 per share (the capital repre- 
sented thereby being in excess of the 


each 


such 


have been 
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wants of the company) and by reducing 
the nominal amount of each of the said 
A and B shares from 5/- to 2/6.”’ 

Both reductions of capital were subse- 
quently confirmed by orders of the 
Supreme Court of Victoria and the orders 
approved by the Court 
registered with the Registrar-General, 
relating to the first reduction on 
11 December, 1942, and those relating to 
the second reduction on 6 July, 1943. The 
(Companies Act, 1938, Vietoria, See. 58 (2) 
contains the usual provision that upon 
registration of the order and minute and 
not before the resolution for reducing 
share capital as confirmed by the order 
shall take effect. 

The only business in which the com- 


and minutes 


+} 
ose 


Su) registered 


pany was engaged was the investment of 
its funds, principally in the shares which 
it had purchased from E. N. Grimwade. 
In order to find the necessary to 
make the repayments of capital to the 
shareholders authorised by the special 
resolutions, the company sold large 
pareels of these shares either on the stock 
exchange or to the shareholders them- 
selves. The moneys authorised to be paid 
hy the first special resolution were paid 
to the shareholders in two equal instal- 
ments on 17 December, 1942, and 28 
January, 1943. The moneys authorised to 
he paid by the second special resolution 
were paid to the shareholders on 27 July, 
1943. The total amount paid to the 
holders of the B shares pursuant to the 
first special resolution was £135,570. The 
total amount paid to the holders of the 
8 shares pursuant to the second special 
resolution was £22,590. 


eash 
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The Commissioner contended that these 
amounts, less, in the first case, 24 per cent. 
of three-fourths of the paid up eapital 
on the B shares, that is £3,389, and in the 
second case, 24 per cent. of one-eighth 
of such paid up capital, that is £568, to 
represent the proportionate amounts 
which the holders of the B shares would 
have received upon the liquidation of the 
company in the lifetime of E. N. Grim- 
wade, were gifts by E. N. Grimwade to 
his sons within the meaning of the Gift 
Duty Act. He, therefore, the 
appellants for gift duty on the sum of 
£132,181 in of the first special 
resolution, and £22,030 in respect of the 
resolution. The amount claimed 
in the former assessment is £34,591, and 
in the latter £5,765. 

The High Court (Williams, J.) upheld 
and dismissed the tax- 
payers’ appeals. IMs Honour held that 
there was a ‘‘disposition of property’’ 
when the meaning of para. (f) of that 
definition, viz.: ‘‘Any transaction entered 
into by any person with intent thereby to 
diminish, directly or indirectly, the value 
of his own property and to inerease the 
value of any other property’’ (Grimwade 
Ors. v. F.C. of T.—4 April, 1949). 

An appeal from this decision was unani- 
mously allowed by the Full Court of the 
High Court. ‘*‘ When a shareholder makes 
up his mind to vote ima particular way 
and casts his vote accordingly he cannot 
be said to be ‘entering into a transaction’. 
A transaction by a person must be a trans- 
action with some other person. In the eir- 
cumstances mentioned there is. no trans- 
action with any person’’, per Latham, 
C.J., and Webb, J. (Grimwade & Ors. v. 
F.C. of T.—28 July, 1949 


assessed 
respect 


second 


the assessments, 


? 
and 





FACTORY MANAGEMENT 


The Factory Management and Mainten- 
ance journal for March, 1949, contains an 
interesting editorial on reductions. 
The article outlines the need of industry 
to coneentrate on cost reduction as a con- 
tinuing programme. It considers certain 


cost 


obstacles to cost reduction and urges in- 
dustry to take steps to overcome them. 

Quality control by statistical method 
is discussed in the same issue. A 
study is presented with illustrations and 
diagrams. 


case 














The Australian Accountant 


MOTION AND TIME STUDY AND 


October, 1949 









INCENTIVE SYSTEMS 


Mr. ©. M. Kennedy, A.M.LP.E., 
A.M.I.LA., delivered a lecture to the Dis- 
cussion Group of the N.S.W. Division of 
the Commonwealth Institute of Account- 
ants, in the Institute’s Conference Room 
on Wednesday, 23rd March last. 

Mr. Kennedy outlined the need for in- 
centives in industry, both financial, and 
non-financial, and pointed out that many 
non-financial incentives may be more con- 
structive than financial incentives. The 
claim of the trade unions is that incentive 
payments are not a cure for unsatisfac- 
tory products and that the system oper- 
ates only where the employer wants it to. 

The advantages to be derived from in- 
centives are many and varied: e.g., in- 
creased productivity automatically in- 
ereases standard of living, cost inflation 
has been offset by introduction of incen- 
tives, they establish labour cost as a con- 
stant part of total variations in 
earnings provide a means whereby dif- 
ferences in capabilities are properly 
rewarded. 


cost, 


All wage incentive systems have these 
factors in common: 
(a) All guarantee basic minimum rates 
of pay—in Australia it is the award 
rate of pay. 


All are based on standards - which 
should be calculated by Time and 
Motion Study, because only these 
and 


(b) 


can determine the amount 





quality ef work which must be ex- 
ceeded before the individual can 
receive extra pay for his extra 
effort. The standard is low enough 
for the normal worker to exceed it 
and high enough for the employer 
to receive the correct proportions 
of production for wages paid. 


(c) All insist that efficient manage- 
ment is necessary for success. 
(d) Best system is that which pays 


workers in direct proportion to the 
increase of production over stand- 
ard. Advantage here of constant 
unit costs once standards are ex- 
ceeded—facilitates costing. 

(e) The ecaleulations of standards. 

(f) The bonus—usual increase in earn- 
ings is from 15% to 35% over the 
base rate. The worker is rewarded 
in direct proportion to the effort. 
System must be easily understood 
by employees and payment should 
be prompt. Rates must not be cut 
unless made necessary by a change 
in the job. Adjustments should be 
made by Time Study Engineer 
plan must be constantly policed 
and maintained in working 
order. 


good 


A vote of thanks to the lecturer for the 
work involved in preparing and deliver- 
ing such an informative lecture 
moved by Mr. O. H. Paton, F.1.C.A. 


Was 
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SECTION 


Edited by 
O. R. MacDonaLbD, A.1.C.A. 


IN THE EXAMINATION ROOM 


by 


O. R. MacDOonaLbD, A.1.c.A. 


A candidate for examinations studies a 
subject for some months, but he has only 
three and a half hours in which to demon- 
strate to the examiner how much knowledge 
he has aequired in that period, and how, 
in certain hypothetical circumstances, he 
would apply that knowledge. The candi- 
date in that brief testing time desires that 
the conditions under which he works shall 
be those most suitable to bring out the 
best that is in him, and, in particular, 
that he shall not be disturbed or dis- 
tracted by circumstances beyond his con- 
trol. The following plea to candidates 
has been contributed by Mr. K. J. Stein, 
A.I.C.A., under the heading, “Are You 
Guilty?” 

“The most trying part of a student’s 
career is, without a doubt, the examina- 
tions. The examination room is the place 
where, at one time or another, a band of 
students are together for three and a 
half hours to prove to the examiner that 
the subject matter is properly known. 
Only an examinee is aware just how 
quickly these hours can pass, and so all 
avoidable noises and distractions must be 
reduced to an absolute minimum if a can- 
didate do his best. Time is every 
precious and, unless complete concentra- 
tion can be given to the paper, it is likely 
that part of a question may have to re- 
main unanswered. 


is to 


“During my own visits to the examina- 
tions, I have, on different occasions, been 
faced with problems quite unintentionally 
caused by fellow students. I say uninten- 
tionally, because no sane person would de- 
liberately set out to annoy another. How- 
ever, the problem will soon have to be 
faced, as the utter disregard of some 
students is not in keeping with the ac- 
counting profession. I have come across 
four types of annoyance, but am sure that 
others know of many more. 

“The first is the fellow that everyone 
has at one time or another come to know. 





He walks into the room and immediately 
begins to air his ‘superior’ knowledge to 
all about him. He possesses a loud voice, 
and to the student trying to rest his 
mind, the unceasing talk puts an end to 
such a necessary desire. If only this type 
would arrange to be late, many earnest 
students would be spared the torture of 
this ‘professor.’ 

“The second class approaches the room 
with his pockets literally bulging with 
cigarettes. | am not against -candidates 
smoking at examinations, but I do protest 
against the practice some have of blowing 
great clouds of about the room 
and stubbing their cigarettes on the floor. 
This sets up a very unpleasant smell, and 
by the end of the night the odour is quite 
nauseating. 

“Number three was encountered only 
His was only a 


smoke 


once (thank goodness! 
petty disturbance, but at the time as- 
sumed gigantic proportions. After writ- 
ing two or three words, the blotter would 
be used, not gently, but with a thump 
of the fist, and the palm of the hand 
firmly rubbed along the blotter three or 
four times. The while not being 
audible to the supervisor, was a cause of 
much distraction. 

“The fourth type had the habit of tap- 
ping his foot on the floor. Whether or not 
it was to test the soundness of the build- 
ing is unknown, but at varying intervals 
the light tap, tap, would be featured. The 
mere fact of wasting precious minutes 
trying to shut out the noise seemed to be 
entirely irrelevant to this chap. 


noise, 


“Some distractions, such as a sneeze or 
even a cough, are unavoidable, but most 
others could be reduced to a minimum if 
more thought were given to fellow can- 
didates. Instead of leaving pencils and 
rulers near the table edge, it is just as 
easy to place them in the centre of the 
table, thus avoiding the crash when they 
roll on to the floor. 
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Students’ Section—continued 

“This article is not meant to criticize 
the conduct of examinations, in fact I sin- 
cerely believe they are conducted without 
comparison, but a noise, of which a super- 
visor is unconscious, is usually the one 
which provides so much distraction to an 
examinee. It is all very well to say a can- 
didate must adapt himself to the condi- 
tions prevailing; this is true in some 
cases, such as the occasional passing of a 
tram or bus, but not in the examples | 
have quoted. If students would only give 
some thought to others and critically 
examine and correct their own faults, | 
feel sure the examinations would not hold 
half the terror they do at present.” 

There are many students who have had 
the feelings which Mr. Stein puts into 
words—there are probably very few 
whose concentration on their work has 
not at times been abruptly broken by the 
thoughtless action of another candidate. 
The temperaments of candidates differ 
widely; some have the happy faculty of 
shutting out all outside influences, others 
are disturbed by the least sound or move- 
ment. Most would find that memory and 
inspiration would serve them best in the 
comfort of their own homes; others are 
stimulated by being one of a crowd, and 
working amidst strange surroundings. 
Mr. Stein, in the few minutes before the 
papers were handed round, while ecandi- 
dates still had the freedom of the room, 
was perturbed by the noisy “know-all” 
voicing his views. Others might find that 
this diversion would ease the mental 
strain and anxiety with which they en- 
tered the room. Some candidates need 
the stimulus of tobacco to permit them 
to give of their best; others may suffer 
genuine discomfort with consequent lack 
of efficiency through inhaling the fumes 
or having their eyes affected by the 
smoke. 

Examinations, however conducted, will 
always have more terrors for some 
students than for other more adaptable 
candidates, and this is generally reflected 
in the results of the examination. A tutor 
knows how frequently the examination 
results of the members of a class are not 
consistent with the knowledge and ability 
shown by them during their studies, and 
he sometimes knows, from his understand- 
ing of the dispositions and characters of 
his pupils, why this is so. 
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Usually, a candidate will do his best 
work in quiet and comfortable conditions, 
and wherever possible, these should be 
afforded him. The matter of accommoda- 
tion, particularly in large centres, is one 
in Which the Institute has not much 
choice, but, generally speaking, it has 
been quite suitable. It is not practicable 
for supervisors to exercise much control 
over the behaviour of individual candi- 
dates in the examination room, unless 
such behaviour constitutes an infringe- 
ment of the instructions. The instructions 
issued beforehand to all candidates re- 
quire that there shall be no communica 
tion of any sort between the candidates 
during the course of the examination, 
that strict silence must be observed, and 
that on leaving they must walk quietly 
out of the room. These requirements are, 
on the whole, well observed. Supervisors 
are reluctant to speak to candidates who 
are unconsciously failing fully to comply 
with the requirements as to complete 
silence. Restless examinees may disturb 
others by frequently shifting their chairs, 
noisily tearing or crumpling up paper, 
dropping rulers or pens, tapping their 
feet, and in other ways, some of which 
Mr. Stein has mentioned. These actions 
may irritate and disturb highly strung 
candidates. The offending person may, 
however, be greatly upset, to the detri- 
ment of his work, if a zealous supervisor 
asked him to exercise more control over 
his unconscious actions. 

Mr. Stein deals with a subject that is 
quite important. Disturbances of the 
type to which he refers have undoubtedly 
made all the difference between a pass 
and a fail to some examinees. In working 
accounting problems, where concentra- 
tion and accuracy of figuring is so essen- 
tial, an interruption of thought may 
cause disaster. It is to be hoped that 
some students will take his words to 
heart and endeavour to control their man- 
nerisms and rigorously observe the in- 
junctions as to silence. 

If vou are a candidate for examination 
vou should give some thought to the ex- 
amination room and the examination con- 
ditions beforehand. During your studies 
you should endeavour to increase your 
faculty for concentration and disregard of 
what is happening around you. In the 
examination room try to make the con- 
ditions under which you work as com- 
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Students’ Section—continued 
fortable as possible. If the weather is 
eold, be warmly clad; examination rooms 
are not always heated. If in the habit of 
using a fountain pen, make sure it is 
filled. If you prefer a special type of pen- 
nib, bring your own pen. Other sugges- 
tions are: 

See that you have a lead-pencil for 
rough ealeulations and scribbling. 

Ensure that your watch is wound, that 
it agrees with any clock in the room or 
that the difference between the times is 
noted. 

Make sure that vou haven't left in your 
overcoat or your car your pocket hand- 
kerchief, your cigarettes (if vou smoke 
and smoking is permitted), your chewing 
gum, or any other little thing you know 
you will need during the examination. 

Check up that you have sufficient writ 
ing paper, ink, blotting paper and a ruler. 
If light is poor or too bright, if table or 
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chair is shaky and cannot be readily ad- 
justed, endeavour to have your position 
changed. 

Try to avoid having to rush to the ex- 
amination room; allow yourself ample 
time, if possible, for your evening meal 
and your journey to the room. A few 
minutes in the room before the start of 
the examination is usually beneficial in 
helping to reach the right frame of mind 
to attempt the answering of the paper. 

Some of these points, if not all, may 
seem trivial, but neglect of any of them 
may have adverse effects, and mean the 
loss of just those two or thre® marks that 
make all the difference 

Finally, think of others, endeavour to 
do vour work silently and without too 
much fidgeting. If vou leave the room 
before the end take your departure 
quietly. Remember that others are still 
working, some of them sadly in need of 
all the remaining time 


ACCOUNTING FOR COMMODITY STOCKS 


The lectures by Mr. A. A. Fitzgerald, 


Commodity Stocks.” 


B.Com., F.1.C.A., on “Accounting for 


have been printed in pamphlet form and can be obtained 


from the Commonwealth Institute of Accountants at the price of 2/-. The lectures 
are recommended by the General Council of the Institute for reading by students 
preparing for the examinations in Advanced Accounting. 





AUSTRALASIAN INSTITUTE OF COST 
ACCOUNTANTS 


SOUTH AUSTRALIAN DIVISION 
Lending Library 


The following books are held in the 
library of this Division and are available 
to members and students by arrangement 
with the State Registrar: 

A.LC.A. Cost Bulletins, 1-21 

Standard Costs (Gillespie ) 

Introductory Cost Accounting (Gil- 
lespie). 

Cost Accounting (Dohr, Inghram & 
Love). 

Budgeting (Sinclair). 

Business Budgeting and Budgetary 
Control (Seott). 

Incidence of Overhead Costs (Clark 

Statistical Methods (Fitzgerald). 

Engineering Economies (Burnham & 
Hoskins). 


Cost and Production Handbook (A\I- 
ford 
Time and Motion Study 
Maynard & Stegemerten 
Cost Accounting and Stock Control 
in Australian Tanning Industry 
(Watts). 
N.A.C.A. Bulletins and Handbooks. 
Classified Cost Accounting Biblio- 
graphy (School of Business, Indiana 
University, 1946 
In addition to the code through which 
subject classifications can be selected, 
the publications are arranged under 
eighteen classification groups alphabetic- 
ally by authors, thus enabling the reader 
to select the references more quickly. 


(Lowry, 
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Angus Lancaster 


The Valetudinarian 

My barber is a victim of World War I, 
who bears his sufferings with a courage 
that is inspiring. His friends are humbled 
before the patience and good humour that 
supports him through many a day of 
pain. On lis good days his “shining 
morning face’ becomes a countenance 
that lightens up our little street. How- 
ever, there is one thing you must not do, 
and that is to pester him with questions 
about his health. He once told me that 
this aversion was inspired by Dr. Samuel 
Johnson: “Nothing got the old chap’s 
goat more than people swopping diseases. 
To him it was worse even than yattering 
about the weather. Talking about your 
diseases only distresses your friends and 
bores those who are not.” 


Johnson, as reported in Boswell’s Life, 


seemed particularly rough on valetudin- 
arians: “Sir, he is a valetudinarian, one 
of those who are always mending them- 
I do not know a more disagree- 
able character than a valetudinarian, who 
thinks he may do any thing that is for his 
ease, and indulges himself in the grossest 


selves. 


Sir, he brings himself to the 
state of a hog in a stye.’’ In transcribing 
this statement from his Journal to the 
manuscript of the Life, Boswell omitted a 
few words which explain the ‘‘grossest 
freedoms.’’ What Dr. Johnson actually 
said is quoted at p. 338 of Samuel John- 
son, by Joseph Wood Krutch. 


freedoms: 


A valetudinarian is, primarily, a person 
of infirm health with, at worst, an undue 
solicitude for his well-being. His behaviour 
is governed by the principle laid down by 
the ‘‘great fat’? Dr. Cheyne: ‘‘Every man 
after forty is either a fool or a physician.”’ 

The literature of Johnson’s time is full 
of accounts of diseases and heroic remedies 
such as bleedings, purges and ‘‘emeticks.”’ 
It was the day of Dr. James’s Powder ‘‘for 
Fevers and other inflammatory distem- 
pers,’’ of which Newbery, the bookseller 
had the selling agency. The price was 
2s. 6d. ‘‘the two doses with good Allowance 


to those who buy them for Charitable Uses 
or to Sell again.’’ Newbery’s advertise- 
ment bears a delightful picture of the Good 
Samaritan, who must have found it very 
nice work at ls. 3d. a dose. Sir D’Arcy 
Power says the Powder consisted of an- 
timony and phosphate of lime, and was a 
dangerous remedy because of its depres- 
sant action. Nevertheless, the powders had 
an extraordinary vogue. Gray and Cowper 
both believed in them. Horace Walpole de- 
clared he should take them if the house 
were on fire, and, in the words of Austin 
Dobson, ‘‘Goldsmith may be said to have 
laid down his life for them.’ 

Johnson’s protest is most refreshing, 
even if expressed too strongly. The vale- 
tudinarian may not be able to help his in- 
firmities, but he has no right to inflict them 
on his family and his friends either by his 
conduct, ie., indulging ‘‘himself in the 
grossest freedoms,’’or by continually refer- 
ring to them in his conversation. You will 
recall that in Samuel Butler’s Hrewhon, 
illness of any sort was considered to be 
highly criminal and immoral. The hero 
was arrested on arrival in Erewhon for 
possessing a watch. He was sentenced to 
jail the possession of any article of machin- 
ery being a very heinous offence, almost 
as bad as having typhus fever. Being ig- 
norant of the language the hero had no 
knowledge of the ban on diseases at the 
time of his sentence. In the words of Mrs. 
K. Leigh he had a ‘‘lovely’’time in jail and 
was getting on famously with the jailer’s 
daughter when he caught a cold. Expect- 
ing sympathy and proper treatment he 
mentioned his state to the girl who, how- 
ever, flared up and asked him how he dared 
to mention such a thing. After the hero 
had calmed her feelings by convincing her 
that he had no intention of being rude, he 
learned of the ban. It was not only a crime 
to contract a disease, but to talk about it 
was plain smut. 

The Society for the Prevention of 
Cruelty by Valetudinarians would do vWell 
to devote a few thousand pounds of its 
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funds in bringing out a cheap edition of 
Erewhon and handing a free copy to every 
patient as he or she leaves hospital. All 
bridge parties should impose fines of 0s. 
for any reference to a disease ; 10s. for any 
reference to an operation. Any reference 
to these subjects in a book or article (ex- 
cept this one) should be met by a stiff fine 
coupled with the banning of the book. 
Sometimes the victim of the valetudin- 
arian strikes back. After losing the battle 
of Sedgemoor, the Duke of Monmouth 


was caught hiding in a ditch. As a result 
of the exposure he developed a severe 


cold. Under sentence of death on the 
block, he was taken by coach to London 
with his accomplice, Lord Grey. During 
the journey Monmouth complained bit- 
terly of his state of health. Grey, who, 
unlike Monmouth, had lively hopes of 
being ransomed from the block, retorted: 
“Never mind, your uncle” (James II 
“will soon provide an excellent cure for 
your cold.” It is needless to add that this 
retort came from, possibly, the greatest 
ead in English ‘history. 

Whilst the references to diseases in 
eighteenth century records are much 
more numerous than today, we have no 
reason to be proud of the fact, as the 
health of the twentieth century com- 
munity is incomparably better than that 
of Johnson’s day. Again, the mass of ad- 
vertising material that is poured forth 
today by press and radio is particularly 
nauseating. 

Apart from the diminishing quantum 
of references to diseases, the refinements 
of modern civilization have brought about 
another marked change. In former times 
it was open season for all diseases, To- 
day there are certain diseases which may 
not be discussed in polite society. Phe 
distinction between the discussible and 
non-diseussible is a fine one. An excellent 
illustration has recently been given by 
Miss J. Crawford, a motion picture 
actress. She says: “It’s funny, you can 
always say that your foot hurts, and it 
sounds all right but if you say that your 
feet hurt, it sounds perfectly lousy.” 
(The Reader’s Digest, October, 1947, 
p. 22.) 

It is of cardinal importance to exclude 
from the list of discussible diseases all 
those that may be described as ‘‘vulgar.’’ 
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For example, piles are on the index. This 
was not always so. In former times if a 
king or a great man had a complaint all 
the world knew of it. Cardinal Richelieu 
was a martyr to piles. ‘‘There was not a 
corner of the kingdom to which the news 
of them (the piles) had not penetrated. 
Sympathizers expressed their condolences 
and many reputedly infallible remedies 
were sent in—among others a powder in- 
vented by a Capuchin monk and guaran- 
teed to cure, not only the Cardinal’s 
hzemorrhoids, but also the King’s childless- 

Eminence, by A. Huxley, 
p. 222). In a generation later, Louis 
XIV’s enemas were discussed by the whole 
Court and his fistula was a matter of 
national concern. 

There is another class of complaint a dis- 
which I consider should be 
those brought about by our 
own folly. An instance of this is obesity 
occasioned by gluttony. The sight of a 
bridge player with an ever-spreading tail is 
more disgusting than that of a drunken 
hobo. Over-eating the stomach to 
expand and the expanded stomach needs 
an abnormal quantity of food to satisfy it. 
When the victim or culprit is ordered to 
diet she suffers the tortures of the damned. 
In my own ease I am debarred from dis- 
cussing throats, chronic catarrh, 
coughing paroxysms and other troubles 
brought about by excessive smoking. Dr. 
Johnson has referred to this class of dis- 
follows: ‘‘Acute diseases are the 
immediate and _ inevitable strokes of 
Heaven; but of them the pain is short, and 
the conclusion speedy ; chronical disorders, 
by which we are suspended in tedious tor- 
ture between life and death, are commonly 
the effect of our own misconduct and 
intemperance, ”’ 

Johnson’s reference to acute diseases 
brings to mind a third elass, i.e., those 
where the risk of death was involved. A 
discussion of this class of malady should 
be barred on the ground that it causes dis- 
stress to the listener. 

So far we have placed on the index three 
classes of diseases: (a) vulgar; (b) pre- 
ventible; and (c) dangerous. Among the 
remainder there are a few which may be 
tactfully discussed, because they have cer- 
tain inoffensive and useful characteristics. 
May I cite three of my own—senile 
cataract, psoriasis, and migraine. In my 


ness’’ (Grey 


cussion of 


banned, i.e. 


causes 


sore 


ease as 
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ease, these three have one thing in common 
—they are hereditary. I can, therefore, be 
the hero of the story, as they are not ‘‘the 
@ffect of my own misconduct.’’ At this 
stage I ask permission to drop discussing 
the cataract, as my Scottish 
humour is not sufficiently strong to appre- 
ciate fully the joke of acquiring such a 
senile condition in the forties. It has, how- 
ever, many compensations. I am not, ob- 
liged to play any games. | never was an) 
good at them, but I can hint that, if I had 
had the breaks, who knows where I might 
It is the same principle as that 
contained in ‘‘the good die young.’’ More- 
over, I get out of a lot of work. The last 
two of the above-mentioned diseases have 
another common chaxacteristic — they are 
incurable. You can, therefore, discuss 
them with perfect freedom, safe in the 
knowledge that your friends cannot pester 
you to death with suggested remedies. 
Remember the Cardinal and his piles. A 
third characteristic is that they do not kill. 
My mother had an excellent collection of 
psoriasis when she died at 84. It follows 
from the above that migraine and psoriasis, 


sense of 


have got? 
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being non-preventible, incurable, and non- 
dangerous, are discussible. 

Nevertheless, I am foreed to agree with 
my barber that it is desirablee to keep dis- 
eases right out of one’s conversation. Such 
a resolution of abstinence is not easy. In 
bouts of migraine when I have often 
wished that I had been drowned with the 
rest of the litter, | have yielded to temp- 
tation or have committed the much 
greater offence of giving way to fits of 
ungovernable temper. But I have derived 
great support in many a trial from this 
well-remembered passage from Arthur 
Conan Doyle’s Through the Magic Door. 

“That is one of the weaknesses of 
modern life. We complain too much. We 
are not ashamed of complaining. Time was 
when it was otherwise—when it was 
thought effeminate to complain. The 
Gentleman should always be the Stoie 
with his soul too great to be affected by the 
small troubles of life. ‘You look cold, sire.’ 
said an English sympathizer to a French 
emigre. The fallen noble drew himself up 
‘Sir,’ said he, ‘a 


in his threadbare coat 
gentleman is never cold.’ ”’ 





